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This dissertation aims to contribute to the study of foreign direct investment (FDI) 
location, one of the most important and complex decisions facing multinational 
companies (MNCs). Drawing from the organizational learning theory (OLT), I 
model international location selection by developing country MNCs as a tradeoff 
between exploitation and exploration considerations.  
The dissertation comprises two essays, both of which are based on 
organizational learning theory. I use a unique database, and identify the 
differences between developing and developed country MNCs and their 
(differences’) implications for location choices. My study raises questions 
concerning the generalizability of traditional International Business (IB) theories, 
which are draw from developed country MNCs. 
In the first paper, I analyze the antecedents and consequences of different 
location strategies of developing country MNCs. Theoretically I identify 
institution-based ownership advantage from resource-based and transaction cost-
minimizing ownership advantages. Empirically, I find that higher degree of 
product diversification, larger size and non-SOE ownership identity will lead to 
higher degree of internationalization into developed countries than into 
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developing countries. I also argue that, to systematically evaluate the benefits 
from internationalization, it is important to consider immediate performance as 
well as longer-term performance improvement, which has been ignored by prior 
studies. I predict that internationalization into developing countries has a positive 
effect on immediate performance, while the immediate effect of 
internationalization into developed countries is negative. Moreover, I predict that 
internationalization into developed countries might deliver greater longer term 
benefits than internationalization into developing countries. My analysis of 
international entries by Chinese listed MNCs between 1992 and 2005 strongly 
supports my hypotheses. My results show that, while choosing 
internationalization strategies, developing country MNCs should attempt to 
balance immediate benefits with potential longer-term gains. 
In the second paper, I draw mainly from organizational learning theory, and 
model the trade-offs between exploitation and exploration in location choice. I 
develop a series of hypotheses predicting positive relationships between prior 
selection of the particular host country by a focal firm and its key rivals and the 
likelihood that the focal firm will select that FDI location. I test the hypotheses on 
a unique and comprehensive panel dataset including 661 new market entries (FDI 
location choices) by 207 listed Chinese MNCs between 1992 and 2005. My 
analyses provide strong support for the hypothesized relationships. Specifically I 
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find that firms are affected by exploitation considerations (i.e., they leverage their 
own prior experience) as well as exploration considerations (i.e., leveraging of 
rivals’ experiences) in choosing FDI location. However, the positive effect of 
exploration considerations on firm’s location choice is much weaker than the 
exploitation considerations. I also find that exploitation and exploration 
considerations are substitutable to each other in location choice. My analyses also 
reveal that the exploitation as well as exploration effects are stronger in more 
uncertain country environments—countries that are less open and characterized 
by lower stability. 
The theoretical arguments, based on organizational learning theory, and the 
findings I present in this dissertation enrich our understanding about the location 
strategies of developing country multinationals. 
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Internationalization of firms is one of the most important business phenomena of 
the 20th century. Increasingly, managers are being urged to increase their firms’ 
geographic scope, presumably to increase their competitiveness and financial 
performance (Delios and Beamish, 1999). As a result of growth in FDI, a vast 
literature has emerged examining the determinants of international location 
choices. Scholars have addressed the effect of host country characteristics such as 
market size (e.g., Zhou et al., 2002; Tahir and Larimo, 2004), competitive 
imitation (e.g., Greve, 2000; Henisz and Delios, 2001) and firm specific 
characteristics such as resources possessed by a firm (e.g., Shaver and Flyer, 2000; 
Kalnins and Chung, 2004) on location choice. 
However, this literature is impacted by two issues. Most of the literature has 
investigated FDI flows between developed countries, or from developed countries 
to developing countries (e.g., Tallman and Li, 1996; Grant, Jammine and Thomas, 
1988; Crozet et al., 2003; Basile, 2004; Propris et al., 2005). Based on developed 
country MNCs, prior studies argued that MNCs internationalize to leverage and 
exploit their ownership-specific competitive advantages in foreign country 
markets (Dunning, 1981, 1988; Buckley and Casson, 1998). Although there has 
been an evolving body of literature studying developing country MNCs (e.g., 
Nachum, 2000; Buckley et al., 2007), we still know little about their 
2 
 
internationalization strategies –especially their location strategy. In this 
dissertation, I argue that developing country MNCs enter foreign markets both for 
exploitation and exploration, and hence their internationalization strategies may 
be different from developed country MNCs. Moreover, most studies focus on the 
antecedents of location choice such as labor and raw material costs in the host 
country (e.g., Culem, 1988; Smith and Florida, 1994; Dunning, 1988, 1998), but 
neglect the consequences (e.g. performance attained). Typically, prior studies 
have not considered the impact of home country institutional environment on FDI 
motivation. This thesis aims to explore both the antecedents and performance 
implications of developing country MNCs’ location strategies as well as 
incorporate the firm level ownership advantages arising from home country 
institutional environment.  
I believe that this chapter will be an appropriate place to summarize some of 
the key aspects of the dissertation including my motivating factors (a function of 
the unique characteristics of the developing country MNCs as well as the 
increasing importance of China’s outward FDI); two brief case studies to illustrate 
some typical location strategies of Chinese MNCS as well as to motivate the 
research topic and its importance; the theoretical perspective deployed; the 
specific research questions addressed by the study and, finally, the contributions 
of the study. 
UNIQUE CHARACTERISTICS OF DEVELOPING COUNTRY MNCS 
Prior literature’s focus on internationalization of firms from developed countries 
(e.g., Grant et al., 1988; Tallman and Li, 1996) was appropriate when MNCs from 
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developing countries were rare. The forces of globalization have, however, 
created a new generation of MNCs from developing countries (broadly defined to 
include middle income countries such as Malaysia, but not richer ones such as 
Taiwan, Singapore, Hong Kong or South Korea; The Economist, 2005)—larger in 
number, sophisticated in their strategies and with a wider geographic spread (Lall, 
1983; Pangarkar and Lim, 2003).  The existing literature on developing countries 
seeks to understand the nature, problems and opportunities associated with 
internationalization, and the effects of the specific circumstances in which these 
activities take place on their outcomes (e.g., Nachum, 1999, 2000, 2004). Prior 
literature has identified several basic motivations that drive some developing 
country firms to go abroad, including: market-seeking, asset-exploitation, 
strategic asset-seeking, and institution-seeking (Buckley et al., 2008; Yamakawa 
et al., 2008; Cuervo-Cazurra and Genc, 2008; Dunning and Lundan, 2008).   
As discussed below, there are salient differences between developing 
country MNCs and developed country MNCs and these differences have 
implications for the relevance and usefulness of my studies.  The literature on 
developing country MNCs has identified some unique advantages and 
disadvantages versus their developed country counterparts especially in terms of 
resources. Developing country MNCs’ disadvantages include: weaker research 
capability/ technology base (Tolentino, 1993; Nachum, 1999; Luo and Tung, 
2007), smaller size (and the consequent limitation on resources at hand) (Zedtwitz, 
2005), absence of monopolistic advantages in international markets (Elango and 
Pattnaik, 2007), and lack of requisite international experience versus established 
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firms in developed countries (Vernon-Wortzel and Wortzel, 1988; Brouthers et al., 
2005).  Developing country MNCs, however, can also potentially enjoy several 
advantages including: experience and know-how in manufacturing several types 
of items (Kaya and Erden, 2008); flexibility and adaptability in general, and 
particularly in adapting machinery to specific uses (Giddy and Young, 1982; 
Tolentino, 1993; Sim, 2006). Early literature also identified popular strategies by 
developing country MNCs including: market selection (with ethnic ties to their 
home country or countries that are not on the radar of larger, established 
international rivals, Chang and Grub, 1992; Lall, 1983) and technology 
deployment choices (e.g., labor intensive technologies which may be more 
appropriate to the host country contexts, Monkiewicz, 1986; Ulgado et al., 1994).   
Recently, however, many developing country MNCs have deviated from 
this pattern. Some have chosen to aggressively acquire big-name rivals from 
developed countries. Scholars have argued that knowledge-seeking could be one 
of the important motives for these firms to invest in developed countries 
(Ramamurti, 2004; Luo and Tung, 2007). By expanding into sophisticated 
markets and accessing new sources of knowledge they may be able to supplement 
their existing technologies (Cantwell, 1989; Luo and Tung, 2007).   
Differences between developed country MNCs and developing country 
MNCs are not limited to differences in specific resources, but also extend to their 
home country environments. First, developing countries might have inferior factor 
conditions as compared to developed countries, which might influence the 
competitiveness of MNCs from that country (Bartlett and Ghoshal, 2000; Wan 
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and Hoskisson, 2003). Institutional voids in developing country markets, which 
are defined as the lack of institutional facilities, norms, and regulations needed for 
a well functioning economy (North, 1990), constitute another salient difference 
between developed countries and developing countries. Recent literature argues 
that the misalignments between firms’ needs and home country institutional 
environments (e.g., firms lack connections to exploit the voids) may spur outward 
FDI as a response to home country institutional constraints (Witt and Lewin, 2007; 
Yamakawa et al., 2008; Peng et al., 2008).  
In summary, the motivations and strategies of internationalization of 
developing country MNCs may vary from those of developed country firms due 
to distinct resource advantages/disadvantages, and different home country 
environments and makes it important and worthwhile research undertaking to 
study and understand developing country MNCs’ strategies as well as 
performance attained. 
TRENDS IN CHINA’S OUTWARD FDI  
The past two decades have witnessed significant rise of FDI from China. 
According to a World Bank Report (2006), the outward FDI from developing 
countries in 2005 reached $116 billion, up from only $494 million 20 years before. 
The stock of outward FDI from developing countries amounted to US$1,285 
billion in 2005. As China is rapidly integrating with the global economy, its 
outward FDI has grown at a fast pace. In 1982, the FDI outflow from China 
amounted to only $44 million. Ten years later, the number increased to $4 billion, 
which is 90 times of the number in 1982. In 2005, the value of outflow exceeded 
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$12 billion and the stock of FDI exceeded $57 billion (UNCTAD, 2006) (See 
Figures 1.1 and 1.2).   
------------------------------------------------------- 
Insert Figure 1.1 and 1.2 about Here 
------------------------------------------------------- 
The rapid recent growth in Chinese FDI is also reflected in the sharp 
increase of number of Chinese MNCs. There were only 103 Chinese MNCs in 
1996 but that number increased to 503 in 2003 (MOFCOM, 2005). By the end of 
2005, more than 6,000 Chinese firms had established overseas subsidiaries in 163 
countries (regions) around the world (MOFCOM, 2005). Some FDIs made 
through acquisitions by Chinese MNCs have attracted considerable attention, such 
as Lenovo’s acquisition of IBM PC in 2005, TCL’s acquisition of France’s 
Thomson Electronics in 2004, Nanjing Automotive’s acquisition of UK’s MG 
Rover Group in 2005, and WuXi PharmaTech’s acquisition of AppTec 
Laboratory Services in 2008.   
With regard to the geographic distribution, one striking characteristic is the 
widening distribution of Chinese FDI by countries over the period 1990-2005. 
The number of recipient countries rose from 95 in 1990, to 139 in 1996, and to 
163 in 2005 (MOFCOM, 2005). The top 10 recipients of China’s FDI (by flow) 
by the end of 2005 in descending order were Cayman Islands, Hong Kong, British 
Virgin Islands, South Korea, the United States, Russia, Australia, Germany, Sudan, 
and Kazakhstan (MOFCOM, 2005).  
My choice of China as the empirical context of my study is driven by 
several factors.  First, the recent growth in Chinese FDI and the number of MNCs 
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implies that it is an important phenomenon we need to understand. The large 
number of overseas investments by many different types of Chinese firms (large 
and small; state-owned or private-owned) also means that there will be sufficient 
variation in the key variables of interest—for e.g., there will be asset seeking as 
well as asset exploiting investments; investments into developed as well as 
developing countries and so on.  Secondly, the institutional environment in China 
shares some similarities with environments in other developing countries—for 
e.g., the significant role played by the government in China in terms of approval 
of investments as well as direct participation through state-owned-enterprises is 
similar to other countries such as India, Vietnam and Brazil. The institutional 
environment might have important implications for investment into developed 
countries—firms might choose to learn from, and leverage on, a more conducive 
institutional environment (Child & Rodrigues, 2005).  Finally, the recent history 
of China as a market economy implies that despite its large domestic market, 
Chinese firms are relatively weak in technology, similar to other developing 
country MNCs (Deng, 2009). The last two factors will improve the 
generalizability of my study. 
LOCATION CHOICE OF CHINESE MNCS: TWO CASES 
To illustrate the key aspects of my arguments, I discuss two contrasting case 
studies of Chinese firms.  The intent is to illustrate the key differences across two 
alternative routes to international expansion—into developing versus developed 
countries. I do not offer these contrasting cases as ‘proof’ of arguments since 
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statistical analysis performed in each of the papers will be a far better means 
towards that end. 
TCL and Haier are two manufacturers of household appliances in China. But 
the strategies of their internationalization are quite different. In 1999, Haier 
diversified into developed countries such as US and Italy, while TCL took its first 
step of internationalization into developing countries such as Vietnam, Philippine, 
Indonesia, India, Thailand and Russia.  
Haier is an excellent example of a firm that started out with a technological 
disadvantage in the household appliance sector. Despite initial setbacks such as 
lack of advanced knowledge and capability both in terms of management and 
technology, Haier persisted with its strategy of locating in advanced countries. To 
overcome the liability of foreignness due to different environment in US, Haier 
did not send Chinese management, but hired Americans to manage the plant 
(Zhang, 2006).  In EU countries, local government offered allowances for buying 
non-FI energy saving refrigerators. Haier cooperated with the University of 
Maryland and US Environmental Protection Agency to upgrade its innovation 
capability, and invented the first non-FI refrigerator in China. Entering developed 
country markets helped Haier to establish a famous international brand and its 
experience in developed markets also helped to successfully enter other developed 
markets later (www.haier.com/cn/). Haier’s experience and performance thus are 
consistent with Porter’s argument (1990:58) that “if a firm learns how to operate 
the production process better in Germany, transferring that learning may also 
make the process run smoother in US and Japanese plants.” Two years after 
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entering developed countries, Haier’s profit began to improve gradually. Now 
Haier has become the leading electronics company in China and the world’s sixth 
largest home appliance maker (Yang et al., 2009). Figure 1.3 shows Haier’s 
profits from 1998 to 2006.  
TCL began its internationalization by entering developing countries such as 
Vietnam and Thailand possibly because these two countries shared similar 
national culture and economic development level with China at that time. 
Additionally, the consumers in these countries were more open to Chinese 
products than consumers in US and Europe, making TCL’s entry easier. In 
Vietnam, TCL’s TV products became very popular because of their great signal 
reception function and low price (Huang, 2004). In Thailand, TCL offered 
installment with zero deposit to their consumers, which met the needs of Thai 
consumers (Xie, 2005). In these two countries, TCL benefited from deployments 
of internalized skills and cost competitiveness. However, the market potential 
offered by these markets is rather limited. Although these markets were easy to 
enter, they could not offer advanced technology and management knowledge and 
hence could not either establish or enhance its international brand reputation. 
When TCL began to diversify into developed countries such as US and Europe, 
they failed in internal knowledge transfer because their CRT technology was less 
relevant in these developed country markets. As a result, TCL suffered from 
declining profit several years after entering developing countries. (www.tcl.com/) 





Insert Figure 1.3 and 1.4 about Here 
-------------------------------------------------- 
These two examples suggest that I should further explore the questions of 
what factors affect developing country firms’ location strategies and how to 
evaluate the performance implication of their location strategies. The two essays 
in this dissertation draw from the organizational learning theory to study different 
factors affecting international location choices of developing country firms. I 
argue that developing country firms enter overseas markets for exploitation and/or 
exploration. As suggested by the Uppsala model, developing country MNCs need 
to acquire knowledge during internationalization process (Johanson and Vahlne, 
2009) and this knowledge acquisition could be a ‘bottom-up’ process with 
learning initiated when a problem is encountered in the current operations and 
ending when a satisfactory solution is found (Cyert and March, 1963; Johanson 
and Vahlne 1977). In the next section, I will review the organizational learning 
theory and its application in international business (IB) literature.  
ORGANIZATIONAL LEARNING THEORY 
Overview of Organizational Learning Theory 
Organizational learning has been proposed as the fundamental strategic process 
and the source of sustainable competitive advantage of a firm (DeGeus, 1988). 
Cyert and March (1963) proposed organizational learning as the process by which 
firms adapt their goals, attention rules and search rules as a response to changes in 
the external environment over time, thereby achieving more effective alignment. 
Goal adaptation is based on the past goals of the firm, and the past performance of 
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the firm itself and other comparable firms. Adaptation in attention rules is the 
selective attention that a firm gives to distinct parts of the environment. 
Adaptation in searching rules refers to searching for solutions in areas where 
previous solutions succeed.  
After the publication of Cyert and March’s (1963) work, an increasing 
number of theoretical and empirical studies have emerged in this area. This 
literature addresses learning at two levels, the individual level (e.g. Argyris, 1990; 
Garvin, 1993; Watkins and Marsnick, 1993; Pedler et al., 1999; Armstrong and 
Foley, 2003) and the firm level (e.g. Fiol and Lyles, 1985; Levitt and March, 1988, 
Levinthal and March, 1993; March, 1991). Accordingly, the literature could be 
divided into three groups: individual learning within organizations, organizational 
learning and integration of individual and firm-level learning. In this dissertation, 
I will focus on organizational (rather than individual) learning.  
Organizational learning theory focuses on the use of earlier experiences to 
direct future actions (Duncan and Weiss, 1979; Fiol, 1994; Ribbens, 1997). It 
highlights the importance of viewing learning as a change process that is 
embedded in, and that ought to be aligned with, the organizational context (Vera 
and Crossan, 2004; Sabherwal and Sabherwal, 2005). It parallels the dynamic 
capability view, which refers to the ability to reconfigure, redirect, transform, and 
appropriately shape and integrate existing resources and capabilities so as to 
achieve congruence with changing environment (Teece et al., 1997). The dynamic 
view implied by this perspective is useful for explaining how firms orient 
themselves in the long run.  
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Application in IB Literature 
Although there have been many excellent review articles about the organizational 
learning theory (e.g. Lawrence et al., 2005; Miner and Mezias, 1996; Ortenblad, 
2002; Vera and Crossan, 2004; Shipton, 2006), no paper has reviewed the use and 
development of OLT in IB field. Besides the traditional areas in IB such as 
internationalization and innovation, organizational learning theory has also been 
deployed in two key areas. Research in international entrepreneurship constitutes 
the first area (e.g. Zahra et al., 2000; Autio et al., 2000).  In this regard, Autio et al. 
(2000) argued that firms which expand abroad at an older age are likely to have 
developed competencies, constraining what they see and how they see it. 
Therefore they suggested that young firms possess some learning advantages over 
older firms in terms of assimilating new foreign knowledge, which is termed as 
“learning advantages of newness”. 
Research on internationalization of developing country MNCs (e.g. Elango 
and Pattnaik, 2007; Luo and Tung, 2007; Lee and Slater, 2007) constitutes the 
second area of application of organizational learning theory. Since developing 
country MNCs suffer competitive disadvantages such as lack of advanced 
technology, their motivations for international expansion are different from the 
motivations of their counterparts (MNCs from developed countries), which 
generally leverage and exploit their ownership-specific competitive advantages in 
foreign country markets (Dunning, 1981; Lecraw, 1983). Luo and Tung (2007) 
argued that developing country MNCs are eager to acquire technology and other 
knowledge through internationalization to fill their resource voids, thus they 
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would use international expansion to overcome their latecomer disadvantage. 
However, this research stream has not gathered sufficient momentum as yet. We 
still have little knowledge of the effect of organizational learning on developing 
country MNCs’ international strategies and performance and hence this will be 
focus of my dissertation. 
OVERVIEW OF RESEARCH QUESTIONS 
This dissertation aims to contribute to the study of FDI location choice, one of the 
most important and complex decisions facing MNCs, both theoretically and 
empirically. I develop two papers, each addressing a different aspect of 
internationalization.  
In the first paper, I examine two research questions: (1) What factors drive 
developing country MNCs to choose different location strategies (entering 
developed countries versus entering developing countries)? and (2) How do firms’ 
location strategies influence their immediate performance and longer-term 
performance improvement? To answer the first question, I theoretically identify 
institution-based ownership advantages and distinguish them from the resource-
based and transaction cost-minimizing ownership advantages recognized by the 
literature (e.g., Dunning, 2004). My empirical analysis shows that firm size, 
product diversification and ownership identity simultaneously influence firms’ 
foreign location decisions. With regard to the second question, I draw from 
organizational learning theory, and map the performance implications of 
internationalization strategies over time. 
14 
 
In the second paper, I attempt to theoretically and empirically answer the 
following three research questions: Are developing country multinationals 
influenced by exploitation (i.e., MNCs refer to their own prior market selection 
choices) or exploration (i.e., MNCs refer to their rivals’ prior market selection 
choices) considerations in their location decisions?  Which of the two factors 
(exploitation versus exploration considerations) can better explain the FDI 
location choices of developing country MNCs?  Do host country characteristics 
such as market openness and market stability moderate the above relationships? 
Drawing from organizational learning theory, I examine how developing country 
firms reduce perceived risk while choosing FDI location. Exploitation is an intra-
organizational learning process which involves knowledge deepening; while 
exploration is an inter-organizational learning process which involves knowledge 
broadening (Argyres and Schon, 1996; Holmqvist, 2003). The organizational 
learning theory suggests that high levels of uncertainty would induce managers to 
repeating its prior strategy and/or imitate others so that they can leverage on their 
own or others’ learning (Baum et al., 2000; Levitt and March, 1988; Gimeno et al., 
2005; Levinthal and March, 1993; Chan and Makino, 2002). Since the 
mechanisms through which exploitation and exploration activities impact location 
choice are somewhat similar (reduction of perceived uncertainty in strategic 
choice) and they (exploitation and exploration) compete for firm’s resources 
(March, 1991), it is necessary to study these two forces jointly and compare the 
strength of their impacts.  
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The two papers in my dissertation are complementary to each other. I argue 
that developing country firms internationalize both to exploit their own firm-
specific advantages and explore more new advantages. In the first study, I study 
how exploitation of firms’ specific ownership advantage (resource-based and 
transaction cost-minimizing ownership advantages) and exploration of new 
institution-based advantages affect their location strategies. I also study how 
choice of international locations affects a firm’s immediate performance as well 
as performance improvement. In the second paper, I model location choice as a 
tradeoff between leveraging own experience versus learning from rivals’ 
experience. I believe that my model is more complete because it incorporates both 
possibilities in terms of influence of a firm’s past actions as well as vicarious 
learning from rivals. Both of the studies deepen our understanding of exploitation 
and exploration during the process of internationalization for developing country 
MNCs. 
Figure 1.5 shows the conceptual framework of this dissertation. 
------------------------------------------- 




I hope to contribute to the conceptual development in several different ways.  
First, I differentiate between immediate performance versus longer-term 
performance improvement, and allow the performance implications of the same 
strategy (e.g., entering developing countries) to vary over the different time 
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frames.  From a longer-term perspective, developing country firms’ expansion 
into foreign markets can be seen as a learning process, where they gradually 
improve their capabilities and become more capable. This learning process 
implies that internationalization may not only have impact on performance in the 
current time period, but may also influence subsequent performance improvement. 
By adopting a long-term view, I examine how organizational learning influences 
the short-term performance and longer-term firm performance improvement 
respectively.  
Secondly, my dissertation addresses several critical issues of Dunning’s 
Ownership, Location and Internalization (OLI) model (1988, 1995, 2002). (1) The 
OLI model is primarily based on large MNEs from the developed countries, so it 
focuses on how to apply or exploit the existing advantages (i.e., asset-exploitation) 
in foreign markets. In contrast, many MNC latecomers from developing countries 
may not possess advantages but may be looking to create advantages—in other 
words, they might emphasize asset-exploration over asset exploitation (the O in 
the OLI framework) (Li, 2003; Mathews, 2006). I argue that both exploitation and 
exploration are critical in the internationalization process of developing country 
MNCs. In the first essay, I identify three kinds of ownership advantages, and 
propose that firms may adopt a specific location strategy to exploit their 
ownership advantages which arise internally, and/or to explore new ownership 
advantages which cannot be offered by home country institutional environment. 
In the second essay, I focus on exploitation and exploration of knowledge from 
past experience (either of the focal firm or the rivals), and model the simultaneous 
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effect of exploitation and exploration. (2)  The OLI model has also been criticized 
for ignoring the institutional reasons behind firm’s internationalization (Li, 2007).  
I argue that the home country institutional environment may affect firm’s 
institution-based ownership advantage, and hence influence firms’ 
internationalization choice. (3) The classic OLI model primarily focuses on the 
state of equilibrium rather than a longer-term process (Johanson and Vahlne, 
1990). Drawing from organizational learning theory, I emphasize that the location 
strategy involves both short-term and longer-term costs/benefits since some 
costs/benefits may take time to materialize.  
Thirdly, I create a more comprehensive model to compare the effect of 
exploitation and exploration from past experience on location strategy. The trade-
off between adaptation to exploit present opportunities and adaptability to explore 
future opportunities is a key dilemma in organizations (Weick, 1982: 386). The 
results of analyses and the inference based on developing country firms counter 
the result of prior studies based on developed country firms, and hence enrich the 
literature.  
Empirical Findings 
Though a growing body of literature has focused on MNCs from developing 
countries (e.g., Nachum, 1999; Buckley et al., 2007; Morck et al., 2008), both 
theoretical and empirical explanations remain limited (Mathews, 2006). My 
dissertation aims to address this empirical lacuna and thus improve our 
understanding of internationalization strategies of developing country MNCs. The 
data for empirical testing is obtained from China, which has been a key source of 
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outward FDI. According to an UNCTAD report (2005), among developing and 
transition economies, China ranks fourth in terms of FDI outflow. This figure is 
probably an underestimate since it does not include many large merger and 
acquisition deals undertaken by Chinese companies which are financed outside 
China. According to the official report of China, the flow of FDI from China is 
2.72% of the FDI flow in whole world, and it is ranked 13th among all countries 
(MOFCOM, 2007).   
The dataset in my dissertation has been developed using several previously 
unexplored sources. I study 207 Chinese publicly listed MNCs from 1992 to 2005. 
My sample covers all the 661 new entries made by Chinese listed firms during 
this period of time.  
Based on the analysis of this proprietary database, I am able to draw 
interesting conclusions about Chinese MNCs’ strategies and performance.  Since I 
argued earlier that the Chinese context has many similarities with other emerging 
markets, my conclusions may be applicable to many developing country firms. In 
the first study, I find that developing country MNCs may be driven to expand 
more broadly in developed countries than developing countries by large firm size, 
high degree of product diversification and ownership identity. I also find that 
developing country MNC’s internationalization into developing countries is 
positively related to its short-term performance; while its internationalization into 
developed countries has a negative effect on immediate performance. In the 
longer-term, internationalization into developed countries may gradually improve 
firms’ performance; while the effect of internationalization into developing 
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countries is weaker. In the second essay, I conclude that developing country 
MNCs favor exploitation of their own experience over exploration of rivals’ prior 
experience in location choice. These two factors (exploitation versus exploration) 
substitute for each other due to the limited resource of developing country firms, 
which might hamper them from simultaneously pursuing both. These results are 
different from prior studies based on developed country firms. For example, 
Holmqvist (2003) argued that organizations usually favor exploration over 
exploitation. Gupta et al. (2006) found that exploitation and exploration are 
complementary to each other. 
My analysis is also the first to examine the moderating influence of host 
country characteristics on the relationships between exploitation and exploration, 
on the one hand, and the location choice, on the other hand.  
Some of my hypotheses may also be applicable to developed country firms 
(H1a and H1b in Essay 2: exploitation and exploration considerations have 
positive effect on the likelihood a firm enters a particular country), but the 
underlying rationale is different from developed country firms. I will explain 
these differences in detail in Essay 2. 
Regarding the level of analysis, the first study uses parent-firm level data to 
examine how parent firms’ ownership advantages affect their location strategies, 
and how location strategies influence performance. I differentiate between two 
kinds of location strategies in this paper: entering developed countries and 
entering developing countries. The second paper further examines the factors 
which affect the likelihood that the parent firm will choose to invest in a particular 
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country.  The dependent variable is whether the parent firm enters a country or 
not. The independent variables and control variables include a combination of 
parent firm level and host country level characteristics.  
STRUCTURE OF THE DISSERTATION 
This dissertation is organized as follows. In Chapters Two and Three, I present 
two papers. The first paper (Chapter Two) examines the drivers and performance 
implications of developing country MNCs’ location strategies. The second paper 
(Chapter Three) examines how two conflicting forces (exploitation and 
exploration) affect the location choice of developing country MNCs. The last 
chapter (Chapter Four) combines the findings from the two papers and discusses 
the managerial implications. I also discuss the limitations and conclusions of my 
research in this chapter. 
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Figure 1.1   
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Source: UNCTAD, FDI/TNC database (www.unctad.org/fdistatistics). 
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Figure 1.2  














































































Figure 1.5  













What factors drive developing 
country MNC to choose 
different location strategies? 
How do location strategies 
affect their performance in the 
short-term and performance 
improvement in the longer-
term? 
Essay 2 
Which of the two factors 
(exploitation and exploration) 
can better explain the FDI 
location strategies of 
developing country MNCs?  
Do host country characteristics 
such as market openness and 
market stability moderate the 
above relationships? 
Exploitation considerations 
(i.e., leverage firm’s own 
prior experience) 
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INTERNATIONALIZATION LOCATIONS AND PERFORMANCE OF 
DEVELOPING COUNTRY MNCS 
 
INTRODUCTION 
The past two decades have witnessed significant rise of FDI from developing 
countries. According to a World Bank Report (2005), MNCs from China, India, 
Brazil, Malaysia and South Africa are among the most active and aggressive 
investors around the world (UNCTAD, 2005). Recently, the destinations and 
sectors of participation of developing country multinationals have become more 
diverse with a greater number of developing MNC affiliates established in 
developed markets (Wesson, 1994; Ernst, 1998; Ramamurti, 2004) and a 
corresponding increase in the complexity of their strategies (UNCTAD, 2006).  
For example, Chinese listed firms only had around 20 foreign subsidiaries in 1992. 
This number rose to more than 600 in 2005. However, most Chinese firms do not 
perform well in the initial stage of their operations in developed countries. 
According to the official report of American Certification Institute (2008), two 
out of every three Chinese firms in US made losses in the first year of their 
operation. Prior study found that Indian MNCs also face difficulties in operation 
in developed countries, which results in a poorer subsidiary performance in 
developed countries than in developing countries (Gary and Delios, 2007). 
However, the increasing incidence of developing country firms’ subsidiaries in 




model the longer-term effects—the initial poor performance may be reversed over 
time. 
Following Pantzalis (2001) and Yamakawa et al. (2008) I identify two kinds 
of internationalization strategies: entering developed countries and entering 
developing countries. Based on Zedtwitz’s paper (2005), MNCs could be 
classified into four types (as shown in Figure 2.1). The extent of research on 
internationalization mostly focuses on firms from developed countries- in other 
words, Cells 1 and 2 in Figure 2.1 (e.g., Basile, 2004; Propris et al., 2005). A few 
studies have compared Cell 1 with Cell 2 to study the motivations and 
performance implications of developed country MNCs’ location choices (e.g., 
Pantzalis, 2001; Makino et al., 2002). In response to the rising theoretical, 
empirical and practitioner interest, the stream of research on MNCs from 
developing countries (Cells 3 and 4) has grown rapidly recently (e.g., Khavul et 
al., 2007; Flores & Aguilera, 2007). However, there is relatively little research 
focusing on the comparison of firms in Cell 3 and Cell 4. Clearly, there is a gap in 
our understanding about what drives developing country MNCs into developed 
countries and developing countries respectively, and how to evaluate the 
performance implications of the different location strategies.   
------------------------------------------------------- 
Insert Figure 2.1 about Here 
------------------------------------------------------- 
Specifically, this paper contributes to the literature in the following ways. 
First, this paper builds on the recent studies on MNCs from developing 




approach. Dunning’s OLI model (1988, 1995, 2002) has served as an important 
framework to examine various determinants of entry modes choice and 
international activity. However, the literature has identified a few key issues with 
OLI model (e.g., Li, 2007). First, this model is primarily based on large MNCs 
from the developed countries. It emphasizes the exploitation of ex ante 
advantages and the reduction of transaction cost or exchange risk as the 
motivations of internalization, but ignores that some developing country firms 
may internationalize because of their home country-based disadvantages. 
Secondly, the model primarily focuses on the state of equilibrium at one point of 
time rather than a longer-term process (Johanson and Vahlne, 1990).  
In this paper I address the above problems by adopting the following 
strategies. First, I theoretically distinguish institution-based ownership advantages 
from resource-based and transaction cost-minimizing ownership advantages. 
While Dunning’s classical OLI model (1988, 2002) focused on internal ownership 
advantages and their explanation of MNC formation (Li, 2007), my integration of 
the three kinds of ownership advantages combines both internal-focused and 
external-focused explanations and sets up a more balanced model. 
To address the longer-term nature of OLI model, I adopt a similar 
perspective as the Uppsala school: developing knowledge is fundamental to firms’ 
internationalization, and in particular knowledge which is strongly tied to 
experience, or operating over time (Johanson and Vahlne, 2009). Learning will be 
initiated when a problem is encountered in the current operations and ends when a 




of developing country MNCs such as lack of advanced knowledge and specific 
resources compared to developed country MNCs, I argue that organizational 
learning is likely to be initiated and effective in the early phase of developing 
country MNCs’ international expansion in developed countries. Hence, I propose 
that entering developed counties is a longer-term strategy of evolution and 
gradual growth rather than a short-term strategy. 
Secondly, I differentiate between immediate costs and benefits associated 
with internationalization from those in the longer-term. Some benefits may take 
some time to materialize, and so do some costs. However, prior literature has only 
focused on the benefits and costs occurring at one point of time (either during 
entry or within a short period of time after entry) (e.g., Hitt et al. 1997; Capar and 
Kotabe, 2003). In my studies, I argue that internationalization into developing 
countries is associated with lower costs while internationalization into developed 
countries is associated with higher costs in the short-term. However, 
internationalization into developed countries is associated with higher potential 
benefits in the longer-term because of learning I proposed above.  
Thirdly, I adopt a longer-term perspective and differentiate between 
immediate performance and longer-term performance improvement. Most prior 
studies examining the relationship between internationalization and performance 
have adopted a short-term perspective, testing the relationship at only one point of 
time, e.g. t, t+1 or t+2. The short-term view is only appropriate when the 
capabilities of firms do not change over time. From a longer-term perspective, 




process, where firms gradually improve their capabilities and become more able 
to deliver better performance, and hence the need to examine performance beyond 
one point in time (Khavul et al., 2007). However, prior literature has paid little 
attention to the comparison of short- and longer-term performance. I fill this gap 
by introducing the concept of time-to-improve, i.e., the time lag between 
investment and benefit (or performance improvement), and study the effect of 
internationalization on short-run performance and longer-run performance 
improvement respectively. The results add to our understanding of the longer-
term effect of internationalization strategies. 
This paper is organized as follows: I review the relevant literature first and 
then propose the hypotheses. I discuss the empirical set-up and results next 
followed by concluding remarks. 
LITERATURE REVIEW 
Internationalization-performance Relationship 
Multiple theoretical perspectives, including transaction cost theory, resource-
based view and organizational learning, have been used to explain 
internationalization. Transaction cost theory argues that multinational firms do not 
expand abroad to reduce risk, but instead to circumvent market failure through 
internalizing the markets for intermediate inputs (Dess et al., 1995). The resource-
based view suggests that internationalization seeks to use internal resources and 
capabilities to exploit market imperfections existing across different regions and 




development may be a more important rationale for foreign direct investment than 
market failure (Kogut and Zander, 1993).   
A large body of empirical studies has developed around the theme of 
internationalization-performance relationship (Sullivan, 1994; Thomas and Eden, 
2004). Conceptual arguments were initially advanced for a positive relationship 
between internationalization and performance while admitting the possibility that 
at very high levels of internationalization performance might suffer due to high 
coordination and communication costs (Geringer et al., 1989; Qian 1996). The 
positive impact of internationalization on performance is predicated on the fact 
that through internationalization, firms can achieve higher revenues or profits 
without a corresponding increase in marginal costs (e.g., by utilizing intangible 
assets such as a well-known brand name or technological knowledge) (Ghoshal, 
1987). The empirical evidence has generally been mixed with a few studies 
observing each of the possibilities of positive relationship (Errunza and Senbet, 
1981, 1984; Delios and Beamish, 1999) and no relationship (Morck and Yeung, 
1991; Dess et al., 1995). The mixed empirical evidence coupled with conceptual 
advancements has prompted researchers to propose non-linear relationships such 
as U-shape, inverted U-shape or even S-shape (e.g., Hitt et al. 1997; Capar and 









Resource-based Ownership Advantage, Transaction Cost-minimizing 
Ownership Advantage and Institution-based Ownership Advantage 
The OLI model predicts that firm’s internationalization strategies are determined 
by the extent to which it possesses unique and sustainable ownership advantages, 
including resource-based and transaction cost-minimizing ownership advantage 
(Dunning, 2002). Resource-based ownership advantage refers to a situation where 
a firm differentiates itself from its competitors by acquiring and/or developing an 
asset, such as a low-cost product or high quality top management (Dunning, 1981). 
Prior literature has argued that a firm’s specific ownership advantage will affect 
its international location choice (Shaver and Flyer, 2000; Kalnins & Chung, 2004; 
Alcacer, 2006). For example, Kalnins and Chung (2004) found that, to decrease 
the resource outflow, firms with more production-enhancing resources will not 
enter a market with high counts of low-resource firms.   
In addition, the ownership advantages of a firm may also arise from the 
ability to coordinate multiple and geographically dispersed activities and to 
capture the gains of risk diversification (Dunning and Lundan, 2008). These 
advantages allow a firm to minimize its transaction costs in internationalization, 
and hence are termed by Dunning and Lundan (2008) as “transaction cost-
minimizing ownership advantages”.  They are complementary to resource-based 
ownership advantages since they involve the abilities to govern and organize a 




terms (e.g. as a result of monopolistic influence) and economies of scope 
(resulting mainly from size) (Dunning and Lundan, 2008).  
Furthermore, recent literature argued that firms may also be different 
because of the institutional environment they are embedded in (Peng et al., 2009). 
While both resource-based ownership advantage and transaction cost-minimizing 
ownership advantage arise internally, institution-based ownership advantages are 
environment-based and hence arise externally. They are influenced by norms and 
values external to the firm (particularly the home country institutional 
environment) (Peng et al., 2008, 2009). Currently, we still know relatively little 
about the mechanisms whereby a firm might add or restructure its institution-
based advantages (Dunning and Lundan, 2008) and how such advantages will 
affect firm’s strategic choices, especially firms from developing countries.  
Institution-based ownership advantages have important implications for 
understanding firms’ entry strategy. While firms with resource-based and 
transaction cost-minimizing ownership advantages are more likely to enter 
developed countries to exploit their advantages and to explore knowledge, I 
submit that firms with institution-based ownership disadvantages, such as being 
discriminated by government policy of home country, are more likely to enter 
developed countries to avoid home country institutional constraints (Witt and 
Lewin, 2007). In contrast to domestic markets of developed countries, developing 
countries are characterized by highly imperfect markets (Nachum, 2004) and 
institutional voids, which refer to the absence of specialized intermediaries, 




from institutional disadvantages in home country are more likely to be attracted to 
developed countries by the more advanced institutional environment there 
(Yamakawa et al., 2008). For example, private new ventures in Vietnam are found 
to starve for bank financing due to the discriminatory lending policy against them 
(Le et al., 2006), and hence they are motivated to internationalize from emerging 
markets to developed markets (Yamakawa et al., 2008). 
Product Diversification and Internationalization Strategies 
High degree of product diversification is one of the most important characteristics 
of developing country firms. I argue that highly diversified firms will exhibit high 
degree of international diversification, especially in developed countries, for two 
reasons: the potential benefits and immediate risks associated with developed 
countries, and the capability and resources of the firm. Below, I discuss each of 
these reasons in greater detail.   
Developing country MNCs may enjoy greater potential benefits by entering 
developed countries (than other developing countries) in the longer-term because 
they may learn from the environment to gradually improve their capabilities. 
Mathews (2006) argues that internationalization of developing country MNCs is 
not only based on the possession of overwhelming assets, but also on firms’ 
ability to leverage its capability in organizational learning, which takes center 
stage in developing country firms’ internationalization. By entering developed 
countries, not only do they benefit from exploitation, but they can also benefit 
from exploration of knowledge. Wan (2005) argues that firms in some countries 




their counterparts in other countries, depending on the development of host 
country’s factor environment. Hence, firms enter host countries with advanced 
environmental factors have more opportunities to augment their capabilities than 
those into less advanced countries (Shan and Song, 1997; Hoskisson et al., 2004). 
Accordingly, how much can a firm learn during its internationalization process is 
dependent on the external environment.  
Beyond the potential benefits developed countries may provide in the 
longer-term, new ventures in developed countries may be perceived as extra risky 
at the time of entry since they require a firm to have more resources and 
capabilities. The institutional environment of developed countries is quite 
different from developing countries, which would imply high liability of 
foreignness (Luo and Mezias, 2002; Yamakawa et al., 2008). Secondly, 
developing country firms may suffer from psychological, managerial, 
technological and financial barriers when entering developed country markets 
because they lack international experience, unique resources and advanced 
knowledge and this deficiency may become even more salient versus established 
firms in developed countries (Vernon-Wortzel and Wortzel, 1988; Brouthers et al., 
2005). Thirdly, sophisticated rivals would imply that entry into developed country 
markets may entail higher competitive risks than either of the alternatives of 
entering other developing country markets or remaining in local markets 
(Yamakawa et al., 2008). Fourthly, investing costs in developed countries may be 




is likely to be more attractive to firms which have the ability to compete in large 
and wealthy markets and are able to take the immediate risks. 
I argue that firms with higher degree of product diversification may be able 
to enter developed countries, because they have superior knowledge resources and 
multidivisional structure. These arguments are developed below. 
For several decades, product diversification has been a popular strategy 
among firms. Experience with product diversification can build managerial 
capabilities that can also be deployed towards more effective management of 
internationalization (Hitt, et al., 1997). In other words, experience with product 
diversification provides the ability to deal with some of the complex challenges 
posed by foreign operations (Qian, 2002). This experience may be even more 
important for developing country MNCs, who may be in an early stage of 
internationalization and hence have very little multinational experience to rely on. 
Thus developing country MNCs with higher product diversification are more 
likely to exhibit a higher degree of internationalization. 
Firms with high degree of product diversification are likely to adopt a 
multidivisional structure (Hoskisson, 1987; Hoskisson & Hitt, 1988). They are 
also more likely to have mechanisms designed to reduce potential conflict and 
promote cooperation (Hitt et al., 1997). These mechanisms and structure can also 
help to facilitate transactions across geographic units, and thus enable the firms to 
compete effectively in international markets (Hitt et al., 1997).  
Among empirical studies, Hitt et al. (2006) noted that the effect of 




higher product diversification and Davies, Rondi and Sembenelli (2001) found 
that internationalization and product diversification are complementary strategies, 
possibly due to the experience of managing internal diversity and complexity.  In 
summary though potential entrants might be attracted by the potential benefits of 
entering developed countries, they may be deterred by the greater immediate risks, 
which might pose a particularly severe challenge to developing country firms. 
Since, as argued above, firms with higher degree of product diversification will be 
able to take on the greater risks and costs, I propose, 
Hypothesis 1: Among developing country MNCs, those with higher degree of 
product diversification will exhibit higher degree of internationalization into 
developed countries than into developing countries.  
Firm Size and Internationalization Strategies 
Firm size, which may permit a firm to achieve economies of scale (e.g., Khoury 
1979; Choi et al., 1986; Calof, 1994; Dass, 2000) is a key factor to minimize 
transaction cost (Dunning and Lundan, 2008). Larger firm has greater volume of 
exchange with transactors, and thus reduce the transaction costs per unit of 
exchange (Dyer, 1997). Moreover, larger firms would have greater resources as 
well as greater asset power, and thereby helping them to take risks, withstand 
setbacks and initiate changes (Kimberly and Evanisko, 1981). Larger firms are 
more likely to possess the key factors critical skills —such as brand names, 
external and internal economies of scale, R&D, product differentiation, 
proprietary managerial skills, and government promotion policies (Svetlicic et al., 




with host country firms, especially in developed countries where the competitors 
are more sophisticated (Agarwal & Ramaswami, 1992).  Larger firms may also be 
better able to absorb the higher costs and perceived risks in developed countries 
(Hoang, 1998; Hood & Young, 1979). Smaller firms, on the other hand, may 
suffer from the absence of specialist executives to manage international 
operations or a hierarchy of managers through which decisions can be vetted or 
sufficiently developed administrative procedures (Van Hoorn, 1979; Buckley, 
1999), all of which would hinder internationalization, especially into developed 
countries.  
Since larger firms have stronger resource base and ability to absorb the entry 
costs and compete in developed country markets, I argue that they will expand 
more widely in developed countries (which provide a more challenging 
environment) than developing countries so that they could enjoy the potential 
benefits in these markets in the longer run. Hence, 
Hypothesis 2: Among developing country MNCs, larger firms will exhibit 
higher degree of internationalization into developed countries than into 
developing countries. 
Ownership Identity and Internationalization Strategies 
Prior study argued that the institutional environment may explain the differences 
between firms and the strategies they adopt (Peng et al., 2009). From an 
institutional perspective, Yamakawa et al. (2008) proposed that many developing 
country firms are pushed to developed countries because they are discriminated 




intervenes in a number of different ways.  First, the Chinese government has 
effectively been the key operational decision-maker in the majority of formally 
approved investment projects (Buckley et al., 2008). It also supports state-owned 
enterprises (SOEs). Several previous empirical studies have examined the 
hypothesis that government ownership is less efficient and innovative than private 
ownership (e.g., Mascarenhas, 1989; Thomsen and Pedersen, 2000; Liu et al., 
2008). Interestingly, even the inefficient SOEs tend to be highly subsidized.  
SOEs are likely to receive two types of subsidies: direct government subsidies 
from the state and local governments, and indirect subsidies from state-owned 
banks through preferential loans, which allow SOEs to enjoy financing 
advantages via their access to relatively low cost government funding (Bajona and 
Chu, 2004; Globerman and Shapiro, 2009).  Being inefficient, SOEs have less 
incentives to enter developed countries because the host markets may be 
challenging and competitive and they themselves are inefficient and 
uncompetitive (Bajona and Chu, 2004; Girma et al., 2009).  In addition, their 
government linkages may not be useful (Majumdar, 1998; Zhao, 2008).  The 
higher risk implied because of investment requirement, keen competition will also 
mean that SOEs, which may have more risk averse managers (Perkins, 1994) will 
avoid these markets.      
On the other hand, non-SOEs in developing countries might perceive that 
they are regulatively discriminated against in home market. In contrast to their 
home market, developed host countries might have less corruption, greater 




Not surprisingly, the institution-based disadvantages, which emanate from the 
misalignments between firms’ needs and home country institutional environments, 
will attract non-SOEs that are escaping from the home country (Witt and Lewin, 
2007). For example, in response to institutional discrimination, a number of 
Chinese enterprises enter Hong Kong (often treated as a separate country despite 
being politically under China) because Hong Kong gives them convenient access 
to trade and financing opportunities (Buckley et al., 2008; Morck et al., 2008). 
Overall, the push factor of harsh regulative environment in developing countries, 
and the pull factor of advanced institutional framework in developed countries 
will suggest the following hypothesis: 
Hypothesis 3: Among developing country MNCs, non-state owned firms will 
exhibit higher degree of internationalization into developed countries than 
into developing countries. SOEs, on the other hand, will exhibit higher 
degree of internationalization into developing countries than into developed 
countries.  
Dynamic Explanation of Performance  
Developing country MNCs tend to be of smaller size (Wells, 1983; Zedtwitz, 
2005), possess less sophisticated technology and have weaker brand reputation 
(Lall, 1983; Wells, 1983; Luo and Tung, 2007). Therefore, prior literature has 
suggested that they will be at a disadvantage versus their developed country 
counterparts (Lecraw, 1983; Wan, 2005; Pananond and Zeithaml, 1998; Cuervo-




countries, lacking ownership advantages (in fact, most likely, suffering 
disadvantages), they are less likely to benefit (Kim et al., 2007).  
However, learning is initiated when a problem is encountered in the 
current operations (Cyert and March, 1963). Hence, from a longer-term 
perspective, developing country firms’ expansion into foreign market can be seen 
as a learning process, where firms learn from experiences, gradually improve their 
capabilities and become more able to deliver better performance. It is such 
learning that makes developing operation in more advanced host countries 
possible (and rewarding). This learning process implies that setting up a new 
overseas subsidiary may not only have impact on performance in the current time 
period, but may also influence their subsequent performance, though with a time 
lag between undertaking the FDI and inflow of benefits, in turn leading to 
improved performance. I term this as “time-to-improve”.  This time lag exists due 
to the learning process. Developing country firms have disadvantages in terms of 
brand name, management knowledge and other complementary assets compared 
to their western counterparts (Buckley et al., 2008). Knowledge disadvantages 
could be compensated through learning from own experience, or by 
benchmarking competitors, hiring employees overseas, contracting with foreign 
suppliers who have a long industry history, or via more informal channels such as 
networking among scientists, managers and engineers in host country (Luo and 
Tung, 2007; Salomon and Martin, 2008). However, since learning is a difficult 
and time-consuming process a firm can only gradually improve its performance 




markets is also a complex, expensive and uncertain process which will, again, 
imply a time lag between entry and performance improvement (Deng, 2009).  
In summary, benefits from internationalization may only be accrued 
gradually especially for developing country firms since they have to engage in the 
development of assets such as brand and technology, which typically require 
significant lead time for development. Once successfully developed, however, 
these assets may significantly enhance the performance of the firm.  If only short 
term performance is considered, this element of asset build up and consequent 
performance improvement is ignored. 
Short-term Performance  
International expansion is associated with various entry costs in the form of the 
liabilities of newness and foreignness (Hymer, 1960; Lu and Beamish, 2004) 
which may put a new subsidiary in a disadvantageous position, as compared to an 
established local firm (Lu and Beamish, 2004). I argue that firms entering 
developed countries will suffer from high costs associated with liabilities of 
newness for several reasons. First, when developing country MNCs enter 
developed countries, they may suffer from high costs of establishing a new 
operation, especially versus the option of expanding into other developing 
countries -e.g., they may have to deploy cutting edge technology to compete with 
rivals and satisfy demanding customers. In addition, they may also suffer from 
high costs of production as compared to operation in their home country (which 
have low costs of production factors) (Sengupta, 2007), which will impair the 




Internationalized firms may also suffer from liability of foreignness, which 
refers to the difficulties due to unfamiliarity with the local conditions including 
customers, competitors and government agencies (Hymer, 1976). The costs due to 
liability of foreignness may also be higher when investing in developed countries 
for several reasons. First, developing country MNCs have limitations with regard 
to technology, information resources, product quality (Wells, 1983) and 
experience of operating in foreign markets versus their rivals which could be 
either other developed country MNCs or even local firms. The larger this 
knowledge gap, the larger will be the liability of foreignness. Secondly, their 
smaller scale, more labor-intensive technologies (Lecraw, 1993), which are 
appropriate for their home context or other developing country markets having 
similar factor conditions, may be less relevant in developed country markets. 
Thirdly, from the institutional perspective, developing country MNCs operate in a 
home country characterized by a difficult institutional environment and inefficient 
or missing market mechanisms (Ghemawat & Khanna, 1998; Khanna & Palepu, 
1997, 2000) and hence have less experience in operating in a host country with 
well-established infrastructure, well-developed market mechanisms and well-
developed contracting and intellectual property rights regime (Prahalad & 
Lieberthal, 1998; Cuervo-Cazurra & Genc, 2008). This will lead to higher liability 
of foreignness as compared to expansion into other developing countries. 
On the benefits side, prior studies argued that internationalization provides 
both exploration and exploitation benefits (Lu and Beamish, 2004). Since 




knowledge, they may gain less exploitation benefit by entering developed 
countries, at least in the initial stage. Developed country markets offer rich 
opportunities for gaining from exploration, however!  Developing country MNCs 
may be able learn sophisticated technology through a variety of means—by 
acquiring firms or suppliers, by hiring key people and interacting with 
sophisticated customers  (Luo and Tung, 2007). I predict that developing country 
MNCs will incur high learning costs in the short-term and, given the time-
consuming nature of the learning process, the learning may not lead to immediate 
exploration benefit (Goh and Ryan, 2008).  
In summary, entering developed countries is associated with higher costs 
because of liabilities of newness and foreignness, and organizational learning cost, 
which may outweigh the benefits in short-term. Thus it may have negative effect 
on performance of developing country MNCs in the short-run.  
Hypothesis 4a: Among developing country MNCs, degree of 
internationalization into developed countries have a negative effect on their 
performance in the short term. 
On the benefits side, developing country MNCs might enjoy more 
exploitation benefits in short-term when entering other developing countries, 
since they may be able to more easily ‘adapt’ their products and strategies to the 
host country (other developing countries) conditions--e.g., making the process 
technology more labor intensive (Jo, 1981; Lall, 1983; Monkiewicz, 1986). Their 




countries because of similarity in consumer behavior between their home and host 
countries (Auger et al., 2007), thus making quick success possible.  
On the costs side, firms entering developing countries suffer less from 
liabilities of foreignness and newness for the following reasons. First, the costs 
related to a new operation such as purchasing and installing facilities, staffing, 
and establishing internal management systems and external business networks (Lu 
and Beamish, 2004) are lower in developing countries than developed countries. 
Secondly, when entering other developing country markets, developing country 
MNCs are faced with a smaller local knowledge gap because of the similarity 
between host and home countries. Hence they are less likely to suffer from the 
liabilities of foreignness (Lee and Beamish, 1995). Thirdly, from the institutional 
perspective, managers of developing country MNCs have more experience 
operating in developing counties and hence will be able to maneuver easily in the 
challenging institutional environment- comprising less-developed market 
mechanisms, inefficient judiciary, imperfect contracting environment, corrupt 
governments, discontinuous government policies and regulations, and heavy 
bureaucracy (Ghemawat & Khanna, 1998; Khanna & Palepu, 1997; Cuervo-
Cazurra & Genc, 2008). In contrast, managers of developed country MNCs (who 
are likely to be rivals) are likely to face difficulties operating in inefficient 
markets.  
However, at higher level of internationalization, the coordination costs and 




stage, even exceed the economies of scope—leading to declining performance 
(Jones and Hill, 1988). 
Therefore I expect that developing country MNCs will be able to quickly 
adapt to the host country environment in other developing countries (Cuervo-
Cazurra & Genc, 2008). Hence the benefits derived by these firms from 
diversifying into developing countries may outweigh the costs in the short-run. 
This effect may be reversed at higher level of internationalization due to the 
increasing management costs, however! 
Hypothesis 4b: Among developing country MNCs, the relationship between 
degree of internationalization into developing countries and performance in 
the short term is inversed U-shaped curvilinear, with the slope positive at 
lower levels of internationalization and negative at higher levels of 
internationalization. 
Longer-term Performance Improvement 
Although entering developed country markets pose challenges to developing 
country MNCs, they may also offer more organizational learning opportunities. In 
the longer term, developing country MNCs may gradually improve their 
capabilities, and hence become more able to explore the benefits associated with 
internationalization into developed country markets such as (1) greater market 
potential, (2) lower level of institutional risk, and (3) brand enhancement 
opportunities. Developing country firms are more likely to enjoy these benefits in 
the longer term rather than short term for the following reasons. First, developing 




the knowledge efficiently to develop and sustain competitive advantage (Nelson 
and Winter, 1982). Firms could augment their resources and capabilities by 
exploiting the learning from advanced host country environments in the long run 
(Hoskisson et al., 2004; Luo and Tung, 2007). For example, Frost (2001) found 
that foreign subsidiaries draw on technical ideas originating from the host country 
when host country’s technical capabilities are superior to the home country. 
Developing country MNCs’ experience in developed countries might offer them 
access to various types of knowledge and expertise and enable them to develop 
new advantages and upgrade existing ones such as innovation capability 
(Zedtwitz, 2005). As a consequence of knowledge seeking, developing country 
MNCs could fill their resource gaps and compensate for their competitive 
disadvantages (Chung and Alcacer, 2002; Zedtwitz, 2005; Luo and Tung, 2007). I 
further argue that the knowledge and learning from developed country 
environments is not only valuable in high technology industries but might also aid 
MNCs in low technology industries by leading to improved product and process 
design (Ghoshal, 1987). Entering other developing countries, on the other hand, 
offers fewer learning opportunities. 
However, prior literature has suggested that making new technologies viable 
in new facilities is often a difficult and time-consuming process (e.g., Kogut and 
Zander, 1992; Hatch and Mowery, 1998; Martin and Salomon, 2003) and hence 
likely to impact performance only in the long run (Salomon and Martin, 2008).  
In addition, firms may apply learning from the developed countries to other 




the liability of foreignness that firms may encounter as they expand into other 
host countries in the future (Kim, 1997; Gupta and Govindarajan, 2000; Kim et al., 
2007). However, the processes of knowledge sharing and applying the knowledge 
in other countries are also time-consuming. Taken together, these arguments 
suggest that developing country MNCs may not be able to derive immediate 
performance boost  from the learning gained from developed countries but may be 
able to benefit in the longer term.  
In addition to high technology and advanced knowledge, developing country 
MNCs also seek to enhance their brand names through internationalization 
(Buckely et al., 2008). Entering developed market could offer them opportunities 
to enhance their global brand reputation, while entering developing countries 
might not be as helpful. To illustrate, Haier and Lenovo extended their key brands 
and trade names into foreign markets by deploying a strategy of entering 
developed countries (Buckely et al., 2008). However, previous studies on 
emerging market firms have found that international brand recognition does not 
surge within a short period of time, but is enhanced through an evolutionary 
process over a period of time (Levitt, 1983; Preston, 1996; Cheng et al., 2005; 
Townsend et al., 2009). 
Thirdly, learning by experience may result in a gradually improvement of 
the firm’s capability of operating in advanced institutional environment. 
Developing countries’ various institutional constraints are well-known (Biediger 
et al., 2005; Oliver, 1997) and they sometimes induce local firms to enter 




Although they may suffer from higher costs due to liability of foreignness in the 
beginning, cumulative experience in these locations could reduce liability of 
foreignness gradually and lead to sustainable competitive advantages (Gao et al., 
2008). Usually developed countries are characterized by more advanced and 
transparent institutional environment, better developed market mechanisms and 
less regulatory hazards (Lee et al., 2007; Peng, 2003; Coeurderoy & Murray, 2008) 
which will lower business risk and benefit investors. It is the learning process that 
enables developing country MNCs to enjoy the benefit of institutional advantages 
of developed country markets in the long run. 
As I argue above, entering developing countries is associated with 
immediate benefits. However, this benefit is unlikely to sustain for the following 
reasons. First, as hosts, developing countries provide fewer opportunities for 
upgrading skills and improving long-term competitiveness. Secondly, imitation by 
competitors will erode the developing country MNCs’ competitive advantages. 
Economics literature suggests that local firms benefit from foreign entrants’ 
technology spillovers (e.g., Buckley et al., 2002; Sinai and Meyer; 2004) and the 
improved technological efficiency because of this spillover may erode a leader’s 
competitive advantage (Lieberman, 1987). Developing country MNCs’ adaptation 
of products and strategies could be imitated by other MNCs entering the same 
host country as well as  local firms, though this imitation is likely to take some 
time. In summary, developing country MNCs are less likely to sustain their 
competitive advantages in other developing countries in the long-run because of 




developing countries is limited as compared to developed countries (Huang, 
2004), and hence most of them don’t offer strong growth prospects in the longer 
run! (see Table 2.1 for a summary of the above arguments.) 
In summary, I would expect that: 
Hypothesis 5: Among developing country MNCs, degree of 
internationalization into developed countries will have a stronger impact on 
long term performance improvement than internationalization into 
developing countries. 
Figure 2.2 shows my research model. 
------------------------------------------------------- 




My sample consists of all the 207 Chinese listed MNCs which have overseas 
subsidiaries (i.e., they have internationalized) by 2005. To be included in the 
sample, a firm had to hold at least 10% share of a subsidiary which operated in 
foreign countries (including Hong Kong). Data were collected for the 14-year 
period, from 1992 to 2005. Since there is time difference in the year the firms are 
listed and missing data, the final sample size is 1989 (rather than 207*14=2898). 
The annual reports of these firms were downloaded from one of the following 
sources: the official homepages of Shenzhen and Shanghai stock exchanges or the 




The patent data was downloaded from official website of SIPO (State Intellectual 
Property Office) of P. R. China. 
The Chinese listed MNCs in my sample had expanded (collectively) to 66 
countries. Based on the categorization of UNCTAD and Makino et al. (2002), I 
assigned the 66 countries into two categories: developed and newly industrialized 
countries (developed country for short in the rest of the paper), and transition and 
developing countries (developing country for short in the rest of the paper). Table 
2.2 reports the detailed country list and classification. I also sought to validate this 
classification by examining technological characteristics. For this purpose, I relied 
on the measure established by Archibugi and Coco (2004) for technological 
capabilities of 162 countries using three main dimensions of technological 
capabilities: the creation of technology, the technological infrastructure, and the 
development of human skills. The overall Technology Index (ArCo) for China is 
0.31. The average ArCo of developed countries in my dataset is 0.60, which is 
much higher than China; while the average ArCo of developing countries in my 
dataset is 0.28, which is similar to China. I used GDP to proxy market size 
(Cheng, 2006; Flores and Aguilera, 2007). The average GDP of developed 
countries in my dataset is US$1,114,591 million, which is much higher than that 
of developing countries in my dataset (US$89,828 million). 
------------------------------------------------------- 







Variables and Measures 
Dependent Variables 
Prior literature has used two types of performance measures--accounting 
measures (e.g., return on total assets (ROA), return on total sale (ROS) and return 
on equity (ROE)) and/ or market measures. Recently, Tobin’s Q, defined as the 
ratio of the market value of a company's financial claims to the replacement value 
of its assets, has emerged as an important and widely accepted measure of a 
firm’s performance. It combines capital market data with accounting data and 
implicitly minimizes distortions due to tax laws, accounting conventions and 
industry-related biases (Prowse, 1992). Due to the imperfections in accounting 
system and disclosure requirements (at least for the time period covered by the 
study) in China, accounting earnings may be subject to manipulation and 
overstatement—raising concerns about the validity of purely accounting measures 
(Ma et al., 2005). Following Delios and Wu (2005), I used Tobin’s Q to measure 
firm performance, which is the ratio of the sum of the market value of equity and 
the book value of liabilities to the replacement value of a firm, as measured by the 
book value of its total assets. I would also like to point out that given the 
difficulties in getting data about the replacement value of assets, it is common 
practice to use book value as a proxy (Damodaran, 2003: p. 232). 
Performance improvement is measured by tnt PP  . It records the changes 
in performance for the n-year periods. Empirical evidence of prior studies 




(Blonigen & Tomlin, 2001; Mata & Portugal, 2004; Tan, 2009). Hence I recorded 
one- to four-year period performance improvement in this study. 
Independent Variables 
I used DOI in developed countries and DOI in developing countries to measure 
the degree of internationalization in developed countries and in developing 
countries respectively. Both are stock (rather than flow) type of measures and 
hence smooth out short-term fluctuations (Cool and Schendel, 1986).  
DOI in developed countries is based on the number of foreign subsidiaries in 
developed countries in a given year. Following Sanders and Carpenter (1998) and 
Lu and Beamish (2004), I first calculated the ratio of a firm’s number of foreign 
subsidiaries in developed countries in each year to the maximum number of 
foreign subsidiaries in dataset, and the ratio of the number of developed countries 
in which a firm has subsidiaries in each year to the maximum number of countries 
in which a firm has foreign subsidiaries in dataset. Then I computed the mean of 
the two ratios to measure subsidiaries in developed countries. This measurement 
considered two dimensions: the number of countries and the number of 
subsidiaries. Similar to the measurement of DOI in developed countries, I 
substituted the number of developed countries and foreign subsidiaries in 
developed countries with the number of developing countries and foreign 
subsidiaries in developing countries to compute DOI in developing countries.  
For the above two measurements, I deployed relative (as in compared to the 
rest of the sample) rather than absolute measures. I believe that relative measures 




internationalization by local firms may be a function of home market 
characteristics and relative measures restrict comparison within the sample (in this 
case, one country).1 
As a robustness check, for both the above measures (DOI in developed and 
developing countries), I also used the maximum total number of subsidiaries in 
the particular type of destination countries (developed versus developing 
countries) in the denominator of the above formulae. 
I also included the squared term of the above two variable, DOI in developed 
countries_square and DOI in developing countries_square as independent 
variables. 
Product Diversification: I used entropy measures based on China Securities 
Regulatory Commission (CSRC) Industrial Classification code to calculate 
product diversification. Entropy index for firm i and year t was defined by the 
following formula: 
Er_t = ∑Pi*log(1/Pi); (Pi refers to the revenue percentage of the ith industry) 
Firm size: I measured firm size as logarithm of total assets.  
Ownership Identity is a dummy variable, which =0 if the firm is a SOE, and 
=1 if the firm is a non-SOE.  
Control Variables 
Patents are the number of patents held by the firm. Patent information and patent 
statistical analysis have been used for examining present technological status and 
for forecasting future trends (Hu and Jefferson, 2006; Wu and Lee, 2007). One 
                                                 
1 For instance, if all the firms in the sample have relatively low levels of internationalization, the absolute 
values will be skewed towards the lower tail of the distribution, posing problems in regression estimation.  




can determine a great deal about the directions of corporate R&D and market 
interests by analyzing patent data (Wu and Liu, 2004). Kaplan and Norton (2004) 
emphasized the importance of aligning intangible assets to enterprise strategy. I 
argue that firms with more patents are expected to have higher innovation 
capability, which may positively affect its internationalization strategy, short-run 
performance and long-run performance improvement. Technology is a dummy 
variable, which equals 1 if a firm is in a high technology industry and 0 otherwise. 
Following prior studies (e.g., Walsh, 2003; Wright, 2006), I adopted the 
American Electronics Association (AeA) classification of high and low 
technology industries in my study. Prior studies found that the FDI propensity is 
highly related to the technology level of the industry (Nachum and Zaheer, 2007), 
in turn influencing location strategy and performance outcome.  
Leverage is the financial leverage of the firm which is measured by debt to 
equity. It is included to proxy for any variation in firm values owing to 
differences in capital structure (Morck and Yeung, 1991). Prior research found 
that raising debt or equity abroad is positively related to internationalization, and 
negatively related to firm growth in the long-run (Juan et al., 2009). Hence I 
expect that leverage will influence both internationalization strategy and 
performance in both short- and long-run. 
Age denotes the age of the firm. Prior studies have found that since older 
firm have more domestic operating experience, it is positively related to degree of 
internationalization and firm performance (Pangarkar and Yuan, 2009). 




shareholders. Higher concentration might have implications for the decision 
making style (e.g., centralized) and consequently patterns of internationalization 
(e.g., aggressive strategies such as expansion into developed countries if the key 
shareholders are ambitious) as well as performance (Delios and Wu, 2005; 
Pangarkar and Yuan, 2009). Performance_lag denotes the performance of firm in 
the prior year. Prior studies have found that prior performance is positively 
correlated with current year’s performance, possibly because of path dependence 
(Khanna and Rivkin, 2001; Luo and Chung, 2005). Similarly, I also control 
performance improvement_lag, which measure firm’s performance improvement 
in the prior year, in the regression of performance improvement. 
I also included year dummies and industry dummies as control variables. 
Models 
Hypotheses 1 to 3 are tested by the following equations: 
eXdentityOwnershipIsificationoductDiverFirmSizeDOIed  00321 Pr 
(2.1) 
eXdentityOwnershipIsificationoductDiverFirmSizeDOIing  00321 Pr 
(2.2) 
where DOIed is the internationalization into developed countries in a given 
year. DOIing is the internationalization into developing countries in a given year. 
X0 is a set of control variables including an intercept. Under H1, H2 and H3 I 
predicted positive and significant values for 1 , 2  and 3 .  
The following equation tests Hypotheses 4a and 4b, which examine 
performance in the short-term: 




Pt (measured by Tobin’s Q) is the performance of a developing country 
MNC in the current time period. Negative 1  in the equation will show that 
internationalization into developed countries has negative immediate impact on 
performance (Hypothesis 4a). Positive 2  would show a positive immediate 
impact of internationalization into developing countries on performance 
(Hypothesis 4b). 
I use the following equation to test Hypothesis 5, which examines the 
performance improvement due to internationalization. 
  tnttn PPG  eXDOIDOI tingtedt   21   (n=1, 2, 3, 4) (2.4) 
The performance improvement variables, Gt1, Gt2, Gt3 and Gt4 records 
changes in performance for the 1-year to 4-year periods. Positive 1  in the 
equations shows that internationalization into developed countries will improve 
the performance in the longer-term; while negative 2  shows that 
internationalization into developed countries will not enhance the performance. 
Statistical Methods 
My hypotheses may be summarized in four basic equations: 
1. DOIed = f(ownership advantages, firm characteristics, industry and 
macroeconomic effects) 
2. DOIing= f(ownership advantages, firm characteristics, industry and 
macroeconomic effects) 





4. Performance Improvement= f(DOIed, DOIing, firm characteristics, 
industry and macroeconomic effects) 
However, as the above equations represent decisions that are interdependent, 
the use of one single equation might yield biased results. Only the joint 
optimization of all decisions involved may lead to the suboptimization of all 
individual decisions (Minbaeva et al., 2003). Moreover, a simple regression may 
produce biased and inconsistent estimates unless the location strategy is randomly 
chosen and all factors that may influence both location strategies and performance 
are included in the model (Tan, 2009). Because ownership advantages have 
impact on internationalization, there may be an endogeneity problem. I did a 
Durbin-Wu-Hausman (DWH) test, and found that DOIed and DOIing were 
endogenous in Equations 3 and 4. The endogeneity may make the GLS estimates 
problematic (Sayrs, 1989). This is because basic equations (1),(2) and (3) and (1), 
(2) and (4) are related to each other, so this relationship will be reflected in a non-
zero correlation between error terms of the equations. Therefore, the coefficients 
of GLS models might be misleading. Hence, I adopted the two-stage least squares 
(2SLS) model, which has been increasingly recommended and used in strategy 
and international management research (e.g., Hitt et al., 1998; Chang, 2003). This 
model may also overcome omitted variables problems in estimates of causal 
relationships between location strategy and performance/performance 
improvement (Angrist et al., 2001). 
In the first stage, I examined the effect of product diversification, firm size 




instrumental variables and controlled for other factors such as innovation 
capability. The Hausman test confirmed no significant differences between the 
fixed-effects model and the random-effects model for my sample. I report the 
results of random-effects model in this essay for the following reasons. Fixed 
effects model strictly assumes that observations across time in each unit vary 
around a baseline level specific to that unit. Any substantive explanatory variables 
that do not vary across time in each unit will be perfectly collinear with the fixed 
effects, and will be dropped (Christensen, 2002). Considering this difference, I 
prefer random-effects model, as it allows me to include technology level of the 
industry and industry dummies as control variables, which are fixed over time. In 
addition to being able to estimate the industry effects, the random effects model 
also allows the effects of omitted variables to be absorbed into the random effect, 
thereby reducing potential for bias in the estimates of the fixed effects (Agresti, 
2002; Train, 2003; Enright, 2009). Thirdly, due to different assumptions of fixed- 
and random-effects models, the fixed-effects model cannot be extrapolated to a 
time period outside the sample period, while the random-effects model can be 
generalized to a longer time span (Li and Greenwood, 2004; Lee and Park, 2006).  
In the second stage, I examined the effects of location factors on firm 
performance. For similar reasons as above, I also ran Hausman test first and used 
the random effect regressions available in Stata 8.0 to estimate the model. To 
facilitate the comparison of relative importance of different variables, I 





RESULTS AND DISCUSSION 
In Table 2.3, I report means, standard deviations, and the bivariate correlations for 
the variables used in the study. From the table, I can observe that the mean value 
of internationalization in developed countries is higher than the mean value of 
internationalization in developing countries. This is consistent with Ramamurti’s 
(2004) observation that today’s thriving developing country MNCs seem to target 
the much larger markets of rich countries than the small markets of other 
developing countries. 
------------------------------------------------------- 
Insert Table 2.3 about Here 
------------------------------------------------------- 
Figure 2.3 shows the number of subsidiaries by Chinese listed firms in 
developing and developed countries respectively in every year between 1992 and 
2005. The 207 Chinese listed firms generated 661 new entries across 66 countries 
from 1992 to 2005 in total. A majority (483 out of the 661) of the entries sited in 
developed countries.  Hong Kong was the most frequent destination for Chinese 
investment, followed by the US. A majority of MNCs in my sample only invested 
in developed countries; 16.5% chose to locate in developing countries alone. 
15.5% of Chinese MNCs had investments in both developed and developing 
countries (mixed internationalization strategy). The firms in my sample were 
relatively young with an average age of 8 years—which would be expected given 
China’s short history as a market economy. 
Figure 2.4 shows the industry distribution of my sample. The 207 firms 




include industry dummies, and I look more closely at industry-specific difference 
in my robustness analysis. 
------------------------------------------------------- 
Insert Figure 2.3 and 2.4 about Here 
------------------------------------------------------- 
In Table 2.4 I present the results for the first stage of 2SLS model. In 
Models 1 to 4 I assessed the effect of ownership advantages on the two types of 
internationalization. Models 1 and 3 include only the control variables as 
predictors. Models 2 and 4 add the instrumental variables, i.e., firm size, product 
diversification, and ownership identity.  
Under Hypothesis 1, I had predicted that product diversification has greater 
positive effect on internationalization into developed countries than into 
developing countries. Since I used identical sets of independent variables and 
samples to estimate Models 2 and 4, it is appropriate to compare the coefficients 
of independent variables across models. The coefficients of the product 
diversification variable in the two regressions suggest that this is indeed the case 
since the variable has a significant coefficient (coefficient=0.05, p<0.01) in one 
regression estimation but not the other. The t-test rejected the null hypothesis at 
p<0.01, suggesting that the differences in coefficients of product diversification in 
Models 2 and 4 are significant. Then I calculated the standardized partial 
regression coefficients of product diversification in each of the two models as 
well as improvement in explained variance. In Model 2, the standardized partial 
regression coefficient of product diversification is 0.09 versus 0.01 in Model 4 




product diversification may result in 9 percentage increase in internationalization 
in developed countries but result in 1 percentage increase in internationalization 
in developing countries. Therefore, Hypothesis 1 is supported. 
Under Hypothesis 2, I had argued that larger firms will exhibit a higher level 
of internationalize into developed countries versus developing countries.  The 
standardized coefficient for firm size is positive and significant in both 
regressions equations with internationalization into developed (Model 2) 
(coefficient=0.18, p<0.001) as well as developing countries (Model 4) 
(coefficient=0.07, p<0.05) as dependent variables. I also performed a similar 
analysis as for Hypothesis 1.  The t-test rejected the null hypothesis at p<0.001, 
suggesting that the contribution of the firm size variable to explaining 
internationalization into developed versus developing countries are significantly 
different. The standardized partial regression coefficient of firm size in Model 2 is 
0.16 versus 0.03 in Model 4. Thus Hypothesis 2 is supported.   
Under Hypothesis 3, I had predicted that non-SOEs will spread more widely 
in developed countries than into developing countries, as compared to SOEs. The 
coefficients of the ownership identity variable in the two regressions support this 
hypothesis since the variable has a significant coefficient in Model 2 but not in 
Model 4.  The result of t-test shows that the coefficient of ownership identity in 
Model 2 is significantly different from the coefficient in Model 4 (at p<0.001). 
The standardized partial regression coefficient of ownership identity in Model 2 is 




Figure 2.5 illustrates the relative influence of firm size, product 
diversification and ownership identity on each kind of internationalization, given 
an increase in that measure equal to one standard deviation of both kinds of 
internationalization. 
------------------------------------------------------- 
Insert Table 2.4 and Figure 2.5 about Here 
         ------------------------------------------------------- 
Table 2.5 presents the results of testing Hypotheses 4a and 4b which 
predicted the relationship between degree of internationalization and immediate 
performance. Model 1 reports the analysis of year 1 performance. In Model 3, I 
used performance in the next year as dependent variable. And in Model 5, I used 
performance after two years as dependent variable. The coefficient of DOI in 
developed countries is negative and significant in each model, which suggests that 
developing country MNCs experience an immediate reduction in performance 
when they internationalize into developed countries. The positive and significant 
DOI in developing countries coefficient in Model 1, 3 and 5 shows that higher the 
level of internationalization into developing countries, the stronger the boost to 
the immediate performance. These results are consistent with Hypothesis 4a and 
4b. I added in squared term of DOI in developed countries and DOI in developing 
countries in Model 2, 4 and 6. In most of the models, the coefficients are not 
significant. Hence Hypothesis 4a is supported, but Hypothesis 4b is only partially 
supported. 
Table 2.6 reports the performance improvement analyses. Model 1 reports 




4 report influences on 2-year (Qt+2-Qt), 3-year (Qt+3-Qt), and 4-year (Qt+4-Qt) 
performance improvement. To eliminate serial autocorrelation, I did not include 
overlapping business-year spells in improvement analysis models (Singh and 
Mitchell, 2005). For example, the 3-year performance improvement analysis 
includes every third business-year.  
The positive and significant coefficients of DOI in developed countries in 
Model 1-6 suggest that developing country MNCs’ performance enhancement 
attributable to internationalization into developed countries will become visible 
only after some time has elapsed. The coefficient for DOI in developing countries 
is negative and significant, which implies that the immediate performance 
improvement is not sustainable. 
------------------------------------------------------- 
Insert Table 2.5 and 2.6 about Here 
         ------------------------------------------------------- 
Robustness Checks 
For robustness checks, I deployed the following three strategies.  First, I 
deployed the alternative measures of internationalization into developed and 
developing countries (based on the maximum number of subsidiaries in developed 
and developing countries for internationalization into developed and developing 
countries respectively). The results, in terms of significance of coefficients, were 
invariant (See Table 2.7, 2.8 and 2.9).  
------------------------------------------------------- 
Insert Table 2.7, 2.8 and 2.9 about Here 




 Secondly, to address potential concerns about reverse causality (good 
performance might lead to internationalization into developed countries), I 
regressed internationalization into developed and developing countries on lagged 
performance. The coefficients for the lagged performance are insignificant 
suggesting that reverse causality is not an issue. In other words the data does not 
support the conjecture that well performing firms tend to locate their FDI in 
developed countries (See Table 2.10). 
--------------------------------------------------------- 
Insert Table 2.10 about Here 
         --------------------------------------------------------- 
Thirdly, I dropped the subsidiaries in Hong Kong, Cayman and Virgin 
Islands to check the robustness of the results. I exclude subsidiaries in Hong Kong 
because Hong Kong as a foreign investment location is special for Chinese MNCs 
and it is the most popular investment location for my dataset. The motivation of 
investing in Cayman and Virgin Islands is to avoid tax, which is different from 
investment in other locations. After excluding these subsidiaries, the results are 
invariant (See Table 2.11, 2.12 and 2.13). 
--------------------------------------------------------- 
Insert Table 2.11, 2.12 and 2.13 about Here 
--------------------------------------------------------- 
I also checked the robustness of the result across industries. I adopted AeA 
classification and split the sample into two: firms in high technology industries 
and in low technology industries. The results are consistent across industries. 
Both kinds of firms (high as well as low technology) exhibit a tendency to 




the opposite is true for entries into developing countries. Interestingly, I found 
that the time lag between investment and improvement varies across industries. It 
is shorter for firms in low technology industries than those in high technology 
industries. The results show that firms in low technology industries will improve 
their performance after a 2-year interval, while firms in high technology industries 
will need a 3-year period. (Results are not reported due to page limit). This might 
be due to the different environment between low- and high-tech industries. Low-
technology industries tend to be characterized by stable, well-diffused 
technologies, relatively simple skill requirements, undifferentiated products, price 
as a key basis of competition, low scale economies and barriers to entry and 
managing labor costs as a major source of cost competitiveness (Lall, 2000).  On 
the other hand, high-technology products require mastering sophisticated 
technologies and high levels of specialized technical skills (Lall, 2000). Their 
products are complex and require the firm to possess knowledge and skills in 
multiple technological fields which have to be upgraded constantly in order to 
meet the changes in market conditions and customer expectations (Gerard et al., 
2001). Hence, it will be easier for Chinese firms in low technology industries to 
catch up with western firms and adapt to beat the competition in developed 
country markets.  
DISCUSSION AND CONCLUSION 
This study examined the effect of location strategies on performance and 
performance improvement of developing country multinationals. My focus on 




undertaking FDI. Despite its importance, however, location represents an under-
researched issue, especially within the context of developing country 
multinationals. My study’s focus on the time-based performance effects of 
internationalization may also be contrasted with prior studies which have adopted 
performance implications at a particular point in time (e.g., Pantzalis, 2001; Kim 
et al., 2007; Boisot and Meyer, 2008).  
Turning to international diversification patterns, I found that developing 
country firms undertook greater levels of internationalization into developed 
countries than into developing countries. Although prior studies have suggested 
that internationalization in developed countries offer more opportunities to 
acquire new knowledge and enhance skills than internationalization in developing 
countries, most Chinese firms do not perform well in the initial stage of their 
operations in developed countries (as in the case of Haier).  This shows that it is 
important to adopt a longer-term view to analyze internationalization strategies 
and their performance implications. To address the longer-term effect, I examined 
two issues in this paper: (1) Which factors drive the developing country firms to 
expand more widely into developed countries than into developing countries? (2) 
How do different location strategies affect immediate performance and longer-
term performance improvement respectively?  
Conceptually, this study enhances the OLI model by identifying three kinds 
of ownership advantages, i.e. resource-based, transaction cost-minimizing and 
institution-based ownership advantages. I argue that firms with resource-based 




into developed countries to exploit their advantages and to learn advanced 
technology; while firms with institution-based ownership disadvantages in their 
home country will expand more widely into developed countries. I also argue that 
internationalization is a continuous learning process. A firm will gradually learn 
from its experience and improve its performance after entering developed 
countries. Since there is a time lag between new entry and performance 
enhancement, it is important to systematically evaluate firm performance by 
considering both the immediate benefit and the “time-to-improve”. 
Empirically, this study demonstrates that it is both necessary and useful to 
break down MNC’s internationalization into two kinds of strategies: 
internationalization into developed countries and into developing countries. I 
found that larger, highly product diversified and non-SOEs will expand more 
widely into developed countries than developing countries. I also found that 
internationalization into developing countries helps a firm to achieve better 
immediate performance; while internationalization into developed countries will 
have a negative short-term impact. However, internationalization into developed 
countries will deliver better longer term performance improvement than into 
developing countries since developing country MNCs will learn to build more 
new capabilities in developed countries. Firms entering developing countries 
might find that their initial advantages will decay over time as a result of asset 
erosion and imitation by rivals. In the longer-run only firms whose resources are 
unique and inimitable will sustain long-term advantages. I conclude that the long-




capabilities efficiently. The arguments reinforce that the initial conditions of 
entrants’ location choices will have longer-term effects.  
This study also contributes to the explanation of learning from cumulative 
experience. Salomon and Martin (2008) found that a firm with more cumulative 
experience is more efficient in translating the experience into operations. 
Therefore I argue that with gradually evolved capabilities as a result of knowledge 
acquired during and after internationalization into developed countries, a firm will 
be more efficient in its multinational operations. As a result, internationalization 
into developed countries is likely to be a longer-term strategy rather than a short-
term one.  
The findings of this study have several implications for managers of 
developing country MNCs. First, my results suggest that it is not only the degree 
of internationalization but also the location of internationalization that matters. 
Secondly, though internationalization into developing countries often provides 
immediate benefits and firms may find it easier to overcome early problems, it 
(internationalization into developing countries) may not be able to enhance the 
firm’s performance in the long-run. On the other hand, entering developed 
countries leads to high costs in the short-run, and hence is not associated with 
immediate performance benefit. However, it may provide a foundation for longer-
term growth. The time lag between investment and performance improvement is 
very short and also depends on the industry characteristics, specifically whether it 
is high or low technology. Therefore, managers must balance the immediate 




internationalization strategies. They could trade poorer shot-term performance for 
long-term growth by entering developed countries or just the opposite by entering 
developing countries. The immediate risk of failure in entering developed 
countries may offset the attraction of potentially stronger long-term performance 
improvement. In contrast, the decreased benefit associated with long-term growth 
may offset the attraction of immediate benefits of entering developing countries.  
In addition, my study offers a theoretical and empirical framework to 
compare the alternative location decisions—internationalization into developed 
versus developing countries. While anecdotes of successful expansion into other 
developing countries may be exciting to developing country MNCs (as in the case 
of TCL in Vietnam and Thailand), it is worth noting that the advantages of 
internationalization into developing countries may be eroded over time. 
Furthermore, my study also suggests that the specific time lag between 
internationalization and improvement may vary across industries, and that  firms 
in low technology industries may enjoy shorter “time-to-improve”. 
I also acknowledge several limitations of my study. Though my measures 
are reasonable proxies, I had to make empirical compromises—such as using 
counts of entries without accounting for the size and scope of operation of 
subsidiaries. With regard to future studies, while China represents a good example 
of transition economy, future studies could examine whether my results hold for 
other MNCs from other developing countries. Future studies could also test the 
hypotheses with cross country data. Although there is a copious literature 




developed countries (e.g., Hitt et al., 1997) or MNCs from developing countries 
(e.g., Khavul et al., 2007). There are fewer studies focusing on the comparison 
between developing country MNCs and developed country MNCs.  
Future studies may also use other measurements to gauge 
internationalization to examine the robustness of my results. Proxies of degree of 
internationalization used in previous studies include foreign sales to total sales 
(e.g., Geringer, Beamish & daCosta, 1989), foreign assets to total assets (e.g., 
Daniels and Bracker, 1989), and geographic dispersion (similar to the measures 
used in this paper) (e.g., Lu and Beamish, 2004). The measurements identified 
above have varying implications. While the first two measures gauge a firm’s 
dependence on foreign markets and foreign resources respectively (Sanders and 
Carpenter, 1998); the last measure is a proxy for the cultural and institutional 
variety encountered by a MNC (Johansen and Vahlne, 1977). 
Finally, future research might also wish to model the relationship between 
FDI location (developed versus developing countries) and performance as a 
contingent one, by including moderators such as absorptive capacity of the firm. It 
is reasonable to speculate that by entering developed countries, firms with higher 
absorptive capacity might improve their performance more quickly and to a 





Summarizing the Arguments for Performance Effects 
 
 Internationalization into 




‘Immediate Costs’ (in 
the short-term) 
Lower liability of 
foreignness and newness, 
lower factor costs 
Higher liability of 
foreignness and newness, 
higher factor costs, 




(in the short-term) 
Exploitation benefits due 
to flexibility in adaptation,  
such as making the 
process more labor 
intensive 
Less exploitation benefit 
due to competitive 
disadvantage versus 
sophisticated rivals 
Overall prediction  Benefits > costs at lower 
level; may reverse after 




Costs > Benefits 
Costs in the longer-term Asset erosion and 
imitation by rivals 
Learning costs 




Learning new technology 
and strategies overtime, 
enhance reputation if 
successful, getting 
familiar with the new 
environment which 
enables a firm to enjoy 
lower level of institutional 
risk; being able to explore 
the greater market 
potential 
 








Location of Chinese FDI 1992-2005 
 Country  Total no. of countries 
No. of  
subsidiaries  
Developed countries 
defined by OECD 
and newly 
industrialized 
countries defined by 
World Bank 
Austria, Australia, 
Canada, Cyprus, Czech, 
France, Germany, Hong 
Kong, Hungary, Italy, 
Japan, Korea, Latvia, 
Netherlands, New 
Zealand, Poland, Portugal, 
Singapore, Sweden, 




defined by OECD 
Afghanistan, Argentina, 
Bermuda, Brazil, Bulgaria, 
Cambodia, Cayman, 
Congo, Croatia, Ecuador, 
Fiji, Gabon, Ghana, 
Honduras, India, 
Indonesia, Macau, 
Malaysia, Mariana Islands, 
Mexico, Mongolia, 
Morocco, Nigeria, 
Pakistan, Papua New 
Guinea, Philippines, 
Romania, Russia, Samoan, 
Saipan, Saudi Arabia, 
South Africa, Sudan, 
Suriname, Tajikistan, 
Tanzania, Thailand, 
TOGO, Turkey, United 
Arab Emirates, Uruguay, 
Venezuela, Viet Nam, 
Virgin Islands, Zambia 
45 178 





Descriptive Statistics and Correlations 
Variables Mean s.d. 1 2 3 4 5 6 7 8 9 10 












0.18 0.21 -0.02 0.13*** 0.05*        
Firm Size (5) 21.22 1.13 -0.24*** 0.23*** 0.18*** 0.12***      
Age (6) 8.19    4.44 -0.01 0.19*** 0.16*** 0.16*** 0.07***      




0.58    0.17 -0.04*    -0.08*** 0.01 -0.08*** 0.22*** -0.32*** 0.06**    
Leverage (9) 0.88 27.33 -0.02 -0.05* 0.01 -0.03 0.03 -0.03 0.00 0.04   
Ownership 
identity (10) 
0.49 0.50 -0.01 0.05* 0.02 -0.01 -0.15*** 0.09*** -0.05* -0.13*** 0.01  
Technology(11) 0.24 0.43 0.03 -0.05* 0.07** 0.01 -0.01 0.03 0.12*** -0.01 0.02 0.09*** 
A + p<0.1 * p < 0.05 **p<0.01 ***p<0.001 





Results of 2SLS Regressions of Listed Chinese MNCs: First Stage 























Firm Size  0.18*** 
(0.03) 




























































Included Included Included Included 
Year Dummies Included Included Included Included 
N 1989 1989 1989 1989 
Wald 2  555.93*** 622.31*** 1084.38*** 1100.48*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Results of 2SLS Regressions of Listed Chinese MNCs for Performance: Second Stage 

































































































































































Industry Dummies Included Included Included Included Included Included 
Year Dummies Included Included Included Included Included Included 
N 1813 1813 1606 1606 639 639 
Wald 2  1429.50*** 1443.74 623.13*** 624.19*** 472.86*** 472.70*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 





Results of 2SLS Regressions of Listed Chinese MNCs for Performance 
Improvement: Second Stage 






































































































N 1606 639 410 249 
Wald 2  202.14*** 429.91*** 353.06*** 336.25*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Robust Test 1: Results of 2SLS Regressions of Listed Chinese MNCs: First 
Stage  























Firm Size  0.18*** 
(0.03) 




























































Included Included Included Included 
Year Dummies Included Included Included Included 
N 1989 1989 1989 1989 
Wald 2  584.33*** 651.02*** 1083.60*** 1099.68*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Robust Test 1: Results of 2SLS Regressions of Listed Chinese MNCs for Performance: Second Stage 

































































































































































Industry Dummies Included Included Included Included Included Included 
Year Dummies Included Included Included Included Included Included 
N 1813 1813 1606 1606 639 639 
Wald 2  1429.42*** 1444.33 623.02*** 624.60*** 472.99*** 472.45*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05  **p<0.01 ***p<0.001 





Robust Test 1: Results of 2SLS Regressions of Listed Chinese MNCs for 
Performance Improvement: Second Stage 






































































































N 1606 639 410 249 
Wald 2  202.02*** 429.34*** 352.29*** 335.89*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Robust Test 2: Results of Random Effects Regression Analysis of Location 
Strategies of Listed Chinese MNCs  


















































































































Included Included Included Included 
Year Dummies Included Included Included Included 
N 1786 1585 1786 1585 
Wald 2  491.52*** 400.24*** 992.44*** 931.89*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Robust Test 3: Results of 2SLS Regressions of Listed Chinese MNCs: First 
Stage 























Firm Size  0.13*** 
(0.04) 




























































Included Included Included Included 
Year Dummies Included Included Included Included 
N 1414 1414 1414 1414 
Wald 2  410.26*** 433.75*** 1003.73*** 1025.85*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05 **p<0.01 ***p<0.001 






Robust Test 3: Results of 2SLS Regressions of Listed Chinese MNCs for Performance: Second Stage 

































































































































































Industry Dummies Included Included Included Included Included Included 
Year Dummies Included Included Included Included Included Included 
N 1260 1260 1117 1117 443 443 
Wald 2  870.52*** 874.87 388.57*** 388.35*** 392.86*** 392.25*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05  **p<0.01 ***p<0.001 





Robust Test 3: Results of 2SLS Regressions of Listed Chinese MNCs for 
Performance Improvement: Second Stage 






































































































N 1117 443 287 172 
Wald 2  134.90*** 375.25*** 226.26*** 198.69*** 
A std. Err in parentheses. 
B + p<0.10 * p < 0.05  **p<0.01 ***p<0.001 





Figure 2.1  
Types of MNCs 
  Home Country 





Cell 1:  
Traditional 
 





Cell 2:  
Modern 
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3-year Performance Improve 
Ownership Advantages Location Strategies Outcome over Time 
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Influence of Product Diversification, Firm Size and Ownership Identity on 




















































































  CHAPTER THREE 
EXPLOITATION VERSUS EXPLORATION IN LOCATION CHOICES 
BY DEVELOPING COUNTRY MULTINATIONALS  
 
INTRODUCTION 
Are developing country MNCs influenced by their own and rivals’ prior market 
selection choices in their FDI location decisions? Which of the two factors (own 
prior choices versus rivals’ choices) can better explain the FDI location strategies 
of developing country MNCs? Do host country characteristics such as market 
openness and market stability moderate the above relationships? These questions 
are the focus of my study.   
To answer the above questions, I draw mainly from the organizational 
learning theory and develop a series of hypotheses predicting positive 
relationships between prior selections of the particular host country by the focal 
firm and its key rivals and the likelihood that a focal firm will select that FDI 
location. I test the hypotheses on a unique and comprehensive panel dataset 
including 661 new market entries (FDI location choices) by 207 listed Chinese 
MNCs between 1992 and 2005.  
I believe that my study advances the state of the knowledge on the topics 




my paper is pioneering since it models the trade-offs between exploitation and 
exploration to address an important question (location of FDI) in the international 
business arena--most of the prior studies on FDI location (exceptions noted and 
discussed below), however, have accounted for either the influence of firms’ own 
past strategies (exploitation) or rivals’ strategies (exploration) but not both (Chan 
and Makino, 2002; Gimeno et al, 2005). Following Bierly and Daly (2007), I 
define exploitation as refining and leveraging existing knowledge and capabilities, 
and focusing on efficiency of current practices; while exploration is searching and 
experimenting with new knowledge, technology, competences, markets or 
relations. The former is an intra-organizational learning process which involves 
knowledge deepening; while the latter is an inter-organizational learning process 
which involves knowledge broadening (Argyres, 1996; Holmqvist, 2003). Both 
exploitation and exploration are important for location choice since organizational 
learning theory suggests that when firms are facing high uncertainty about the 
consequences of potential actions, they tend to repeat their prior strategies and 
imitate their rivals’ prior strategies as a result of learning (Baum et al., 2000; 
Levitt and March, 1988; Gimeno et al., 2005; Levinthal and March, 1993; Chan 
and Makino, 2002). The high uncertainty problem during internationalization is 
especially salient for developing country firms due to their significant competitive 
disadvantages with regard to technology and information resources, and limited 




Young, 1982; Luo and Tung, 2007) and/or the specific country, in particular. 
Therefore, I expect that firms will be influenced by both sets of factors—their 
own past choices as well as their rivals’ choices, and the final decision will be a 
balance between these two factors. Thus the prior literatures’ focus on only one 
set of factors (exploitation or exploration) on developed country MNCs may be 
incomplete and needs to be supplemented. By simultaneously considering these 
two factors, I am accounting for internal as external influences on key firm 
decisions and thus providing a more complete picture.  
Though there are a few studies that have included both sets of factors 
(exploitation and exploration) (e.g., Lu, 2002) they are impacted by two sets of 
issues. First, since the volume of literature is rather small, additional empirical 
work is needed before we can arrive at robust conclusions about the joint effect of 
exploitation and exploration on location choice. Secondly, prior studies have, 
typically, focused on firms from developed countries (e.g., Lu, 2002). It is 
commonly recognized that developing country firms entering a new market might 
face an even greater level of uncertainty than developed country MNCs since in 
addition to country level factors, such as unfamiliarity with the host country 
regulations, they are impacted by firm-specific factors, such as lack of unique 
resources and inexperience in international markets (Nachum, 1999, 2004). 
Therefore developing country MNCs may be influenced by a different set of 




MNCs.  Hence, I believe that the conclusions drawn by these studies may need to 
be modified for developing country MNCs.  
 Finally, I  contribute to prior literature on the effects of exploration and 
exploitation on location choice by examining how this balance might be 
contingent upon the environment a firm faces—specifically the characteristics of 
the host country. A firm entering a new country, for instance, faces environmental 
uncertainties (economic, cultural and institutional differences in the host country) 
in addition to firm specific uncertainties (Henisz & Delios, 2001; Lu, 2002).  
Though it is well established that uncertainty increases the importance of social 
considerations relative to technical ones (DiMaggio & Powell, 1983), we know 
relatively little about how the uncertainty attributable to host country environment 
(e.g., due to economic stability and openness) influences the relationship between 
exploitation and exploration forces, on the one hand, and FDI location decisions, 
on the other hand. In summary, I believe that my study makes a significant 
contribution to the international business literature, in general, the FDI literature, 
in particular.   
The remainder of this paper is organized as follows. In the next section I first 
review the literature. Then I develop my conceptual framework and hypotheses, 
followed by a discussion about the methodological aspects of the study.  In the 
penultimate section, I discuss the results of data analyses. The concluding section 





Location Choice in Internationalization 
The decision of where to locate productive assets is a key element of a firm’s 
international strategy (Dunning, 1998; Nachum, 2000). Scholars have identified 
different determinants of FDI location choice such as institutional factors (e.g., 
Henisz and Delios, 2001; Gimeno et al 2005; Appold, 2005), host country factors 
(e.g., Kravis and Lipsey, 1982; Zhou et al., 2002; Tahir and Larimo, 2004) and 
firm specific factors (e.g., Shaver and Flyer, 2000; Alcacer, 2006). 
With regard to institutional explanation, several previous studies have 
empirically examined the effect of inter-organizational mimicry on location 
choice of international business. For example, Henisz and Delios (2001) found 
that prior decisions (and actions) by other MNCs have positive effect on the 
likelihood that a Japanese MNC may enter this country.  
In addition to the inter-organizational factors, host country characteristics 
also have important effect on firm’s location choice. Firms seeking to expand to 
foreign markets are typically motivated to invest in countries with favorable 
economic, institutional, cultural and regulatory conditions (Dunning, 1998; 
Bhardwaj et al., 2007). Prior studies have identified a few market factors, such as 
size of host market, which are important determinants of FDI location choice (e.g., 
Tahir and Larimo, 2004; Zhou et al., 2002) and level of competition in the host 




Another stream of literature emphasizes the effect of firm specific 
characteristics on location choice. For example, Shaver and Flyer (2000) found 
that, to prevent resource spillovers, high-resource firms have little motivation to 
collocate with others. Kalnins and Chung (2004) found that, to decrease the 
resource outflow, high-resource firms tend to avoid markets with high counts of 
low-resource firms. Alcacer (2006) found that more-capable firms co-locate less 
than less-capable firms, regardless of the activity (e.g. R&D, manufacturing) 
performed.  
CONCEPTUAL DEVELOPMENT AND HYPOTHESES 
Uncertainty and FDI Location  
It is well recognized that firms entering a new market face a high level of 
uncertainty—stemming from market specific factors, such as unfamiliarity with 
the host country culture, regulations and competition, as well firm-specific factors, 
such as inexperience in international markets and the absence of ownership 
advantages that might compensate for the unfamiliarity about the host country 
context (Henisz & Delios, 2001; Lu, 2002).   
Prior literature suggests that firm specific uncertainty may be greater for 
developing country MNCs because of several reasons: they lack strong ownership 
advantages, have less experience operating as international companies and have 
more limited resources (such as specialist executives to manage international 




into international markets a few decades ago tried to address the greater 
uncertainty by choosing less conspicuous markets (flying under the radar of larger 
global rivals); choosing markets where their process technologies (e.g., less 
capital intensive) or product designs (e.g., adapted to the local market context) 
yielded competitive advantage (Monkiewicz, 1986; Ulgado et al, 1994); 
exploiting ethnic ties (Chang and Grub, 1992; Lall, 1983) and in some case, 
government-to-government relations (Osland and Bjorkman, 1998). These 
strategies, however, became less relevant as developing country MNCs became 
more ambitious and as the process of globalization gathered momentum, creating 
more opportunities as well as reducing the value of narrow strategies (e.g., focus 
on inconspicuous markets) aimed at exploiting imperfections. 
Managers of developing country MNCs can also potentially address the 
uncertainty in foreign market entry by either repeating their past choices or by 
imitating their rivals. Organizational learning theory suggests that firms may learn 
vicariously from observing the actions of other firms. Similar arguments in 
institutional theory suggests that high levels of uncertainty would induce 
managers to imitate their rivals’ choices thus ensuring that their performance 
doesn’t suffer at least on a relative basis, since if the market turns out to be an 
incorrect choice, all firms will suffer (DiMaggio and Powell, 1983). On the other 
hand, intra-organizational learning suggests that firms tend to exploit their own 




1991; Holmqvist, 2003). Other perspectives such as ecology theory, strategic 
momentum and simplicity would also tend to suggest that firms repeat past 
choices, rather than be adaptive (Hannan and Freeman, 1984; Amburgey and 
Miner, 1992; Greve, 2000).   
In this study, I model FDI location choice as a result of the interplay 
between the exploitation and exploration. I also argue that several host country 
characteristics might raise the level of uncertainty and accentuate the exploitation 
as well as the exploration forces (see Figure 3.1). In the following discussion, I 
provide detailed arguments supporting each of the relationships shown in Figure 
3.1 and specify the formal hypotheses to be tested by the study. 
--------------------------------------- 
Insert Figure 3.1 about Here 
--------------------------------------- 
Exploitation and Location Choice  
Expansion into a foreign country where a firm has no prior experience may 
be considered as a type of organizational change (Guillen, 2002). Since 
organizational change is difficult and risky (Newman, 2000), learning from 
existing experience will be essential. Organizational learning theory suggests that 
in the face of uncertainty and risk, organizations tend to learn from their past 
actions and patterns of activities to create reliability in experience (Holmqvist, 
2003). In the context of FDI location choice, exploitation pressures will 




hence discourage them (MNCs) from choosing a new country where they have no 
prior experience. 
Turning to the specific decision of FDI location, several additional benefits 
associated with exploitation of existing experience might explain the persistence 
in MNCs’ location decisions. First, MNCs might have superior information (e.g., 
about culture, business systems) about some countries but not others (Greener, 
2002). These resources may also be enhanced over time as a prior subsidiary 
becomes older/ more entrenched. Secondly, firms may have more knowledge of 
their existing products, which are more appropriate for (and hence demanded in) 
some countries than others (Prasad, 1985). Thirdly, having multiple subsidiaries 
in a country might enable a MNC to achieve a variety of benefits including 
economies of scale and scope, transfer and share human resources as well as 
intangible resources such as marketing techniques and technologies (Markides & 
Williamson, 1994; Qian et al., 2008; Arregle et al., 2008), resulting in lower costs 
as well as other benefits. All these factors may be collectively termed as location-
bound firm specific advantages (FSA) of the parent firm which might encourage 
‘lock-in’ to a particular country. In contrast to developed country MNCs, 
developing country MNCs have fewer non-location-bound (globally relevant or 
applicable) advantages such as superior technology or management systems 
(Vernon-Wortzel and Wortzel, 1988; Brouthers et al., 2005) and hence might lack 




increasing efficiency, and improving adaptation to current market environments, 
exploitation may lead to less uncertainty.  
Beyond the increased efficiency in operation in a particular country because 
of location-bound FSA, there may be additional factors which might encourage 
developing country MNCs to exploit their existing experience. MNCs typically 
suffer liability of newness and foreignness in an entirely new market (Lu and 
Beamish, 2004) and consequently incur higher transaction costs, which may be 
avoided if location choices are repeated. The lower diversity because of limited 
number of markets might also imply less managerial, technological, and 
coordination complexities, further reducing the transaction costs (Markides & 
Williamson, 1994; Qian et al., 2008).   
Both the above issues of lock-in due to location bound FSA and reduction/ 
containment of transactions costs due to lower diversity if MNCs persist with 
prior location choices may be even more salient for developing countries because 
they might lack non-location-bound FSA and their relative inexperience in 
international markets and paucity of managerial expertise might increase the 
imperative to limit costs. Hence, 
Hypothesis 1a: Developing country MNCs will be motivated by exploitation 
considerations in their FDI location decisions—that is prior experience in a 





Exploration and Location Choice  
In contrast to exploitation, exploration is an inter-organizational learning process 
which is highly innovative (Holmqvist, 2003). Given the potential to attain partly 
different experiences from other organizations, exploration may enable a firm to 
increase its reservoir of knowledge by accessing knowledge not previously 
available within the firm (Huber, 1991:97). As a result of this process of inter-
organizational learning, the experiences of the firm may become more varied 
(Holmqvist, 2003) which, in turn, might help the firm to develop new knowledge 
and create capabilities to adapt to environmental changes and to reduce the 
liability of newness and foreignness. The variety might also help to counteract the 
potential drawbacks of exploitation such as simple-mindedness and a concomitant 
inability to explore new opportunities (Holmqvist, 2003). 
Exploration activities are especially important for developing country 
MNCs since deficiencies in knowledge about the foreign country environment 
constitute a significant competitive disadvantage for them (Hymer, 1976). Late 
movers may alleviate this disadvantage by learning from relevant firms’ 
expansion experience instead of accumulating local-knowledge themselves, and 
thus reduce uncertainty about performance outcomes—especially if the rivals they 
are learning from are from the same home country and hence share some similar 
characteristics. Late movers may also benefit from agglomeration benefits such as 




such as trained manpower (Head et al., 1995). In summary, the organizational 
learning theories suggest that the higher the number of prior investments by other 
firms in a particular market, the greater the likelihood that a new firm will locate 
in this market. Hence, 
Hypothesis 1b: Developing country MNCs will be motivated by exploration 
considerations in their FDI location decisions—that is, entries by other 
MNCs from the same home country in a particular host country will increase 
the likelihood that the focal firm will enter the same host country. 
Exploitation versus Exploration in Location Choice  
Since the mechanisms through which exploitation and exploration activities 
impact location choice are somewhat similar (reduction of uncertainty in strategic 
choice) and they (exploitation and exploration activities) compete for scarce 
resources (March, 1991), it is important to compare the strength of their impacts. 
Prior studies of developed country firms have found that organizations usually 
favor exploration more than exploitation (Argyris and Schon, 1996; Holmqvist, 
2003). Since I am analyzing developing country firms, I predict a different result. 
I predict that developing country MNCs will be influenced more by the 
exploitation considerations (repeat their own past strategies) than the exploration 
considerations (follow other firms’ strategies) because, as I argue below, 





First, by locating several investments in the same country, MNCs can 
achieve the advantages of scale and scope without the additional business risks of 
increased geographic dispersion (Rugman and Brain, 2003), especially important 
for developing country MNCs because of limitations of size and resources (Yeung, 
1994; Nachum, 2004). Secondly, replicating a prior location choice might help a 
developing country MNC to enhance synergies since knowledge-based resources 
can be more easily combined in the same environment (=same country) and may 
also be integrated to create new competencies, possibly leading to new sources of 
competitive advantage (Eisenhardt and Martin, 2000; Qian et al., 2008). Moreover, 
lower geographic dispersion will enable developing country MNCs to better 
manage the variety of customer behaviors and competitors’ strategies (Grant, 
1987). Fourthly, due to the highly innovative and explorative character 
(Holmqvist, 2003), inter-organizational learning may not only help the firm to 
develop new capabilities but also impose uncertainties in payoffs and 
performance outcomes in the long-term (Uotila et al., 2009). Given the limited 
resource base and capabilities of developing country MNCs, they may be less able 
to bear such uncertainties. Exploitation could save the firm from locking into a 
cycle in which ‘failure leads to search and change which leads to failure which 
leads to more search, and so on’ (Levinthal and March, 1993: 105-106).  




Hypothesis 1c: Exploitation considerations will have a stronger influence on 
developing country MNCs’ location choice than exploration considerations.  
Although exploitation and exploration both explain the role of past choices 
in shaping future organizational action (Boeker, 1989), there are key differences 
between them. Exploitation reinforces learning from firms’ own experience and 
hence constrains firms to existing skills and capabilities (Uotila et al., 2009), but 
exploration is the process of learning from external knowledge and thus promotes 
variations (March, 1991; Gimeno et al., 2005). Unlike exploitation, which 
emphasizes intra-organizational learning, exploration promotes learning from 
outsiders and generates alternatives in the form of ‘new’ locations (Zollo and 
Winter, 2002).  
The organizational learning literature stresses that maintaining an 
appropriate balance between exploitation and exploration is important for a firm 
(March, 1991: 522). March (1991) argued that given the limited resources a 
typical firm has, it faces a trade-off in allocating these resources either to 
exploitation or exploration. I further submit that exploitation and exploration are 
not unrelated forces but they are substitutes to each other. Exploitation reduces 
the risk of foreign expansion because a parent firm can access substantive 
information about a particular foreign country’s market environment and national 
culture through prior experience in that country (Henisz & Delios, 2001), reduce 




solutions (DiMaggio & Powell, 1983; Haunschild & Miner, 1997; Henisz & 
Delios, 2001). Thus I argue that when firms submit to exploitation, they retain 
their own internal knowledge and subdue their adaptive abilities (Lavie and 
Rosenkopf, 2006).  
I further propose that embracing exploration will reduce the need for 
exploitation. Exploration is a process of inter-organizational learning, in which a 
firm assimilates new knowledge into its knowledge base towards creating and 
maintaining competitive advantages (Uotila et al., 2009). Organizational learning 
could gradually improve a firm’s routines (Nelson & Winter, 1982) and help the 
firm to develop new knowledge and capabilities necessary for survival (Fiol & 
Lyles, 1985; Uotila et al., 2009). Due to greater adaptability, firms are also more 
able to deal with the uncertainty in new locations (Teece et al., 1997). Since 
exploration helps to lower the risk and uncertainty about international markets by 
referring to external knowledge, firms will rely less on their own prior routines to 
reduce the uncertainty in decision-making (Haunschild & Miner, 1997), and 
hence will exhibit less exploitation. Thus I expect that by exploration firms 
reinforce their ability to enhance and change existing routines, which will 
attenuate exploitation (Lavie and Rosenkopf, 2006). In the following hypothesis, I 
predict this substitution effect. 
Hypothesis 2: There will be a substitution effect between exploitation 




MNCs are motivated by exploitation considerations in their location choice, 
the less they will be motivated by exploration considerations. 
Economic Openness as a Moderating Factor 
Over the past few decades, many countries at varying levels of economic 
development have rolled back obstacles to free trade and investment—in other 
words individual countries as well as the world economy have become more open 
(OECD, 1999). Prior studies have defined economic openness as liberal trade and 
financial regime (Lutz, 2005; Beja, 2009). Since this greater openness changes the 
set of economic options available to business and alters the pattern of relations 
amongst business, labor and government, it is associated with many benefits for 
foreign investors, as noted below (Palley, 1998).   
First, openness allows the efficient allocation of resources, by reducing mis-
pricing and ending distortions (Soysa & Neumayer, 2005). Secondly, the 
increased options due to openness might enhance mobility of production factors, 
such as labor and capital, and thus make it easier and less costly for new firms to 
enter the country—say through re-locating production facilities (Palley, 1998). 
Thirdly, economic openness leads to faster spread of new technologies with more 
frequent introductions of innovative products, technologies and services (Soysa & 
Neumayer, 2005; Gries, 2009), and thus facilitate learning activities of developing 
country MNCs. Fourthly, greater in openness to international trade and finance 




such an environment, financial risk is expected to be lower since financial 
institutions may evolve so as to provide more adequate insurance and risk 
diversification (Svaleryd & Vlachos, 2002; Gries, 2009). 
Greater openness of a host country and the consequent positive market 
developments such as stronger technological base might be especially attractive 
for developing country MNCs since compensating for their competitive 
disadvantages such as a latecomer handicap (Luo and Tung, 2007), or weaker 
technology, is a key motivation for them (Child & Rodrigues, 2005). In summary, 
greater openness of a host market will imply less uncertainty (e.g., due to less 
governmental interference) for MNCs wishing to enter the market. Not 
surprisingly, several prior studies have empirically demonstrated the positive 
relationship between economic openness and greater inward FDI levels (e.g., 
Ratnam, 1998; Lu, 2000; Pacheco-Lopez, 2005). Given the lower uncertainty in 
more open host markets as well as greater potential benefits due to technological 
sophistication, I predict that firms will be less motivated by exploitation as well as 
exploration considerations while locating in more open markets. 
Hypothesis 3a: The influence of exploitation considerations on developing 
country MNCs’ location choice will be stronger in host countries that are less 




Hypothesis 3b: The influence of exploration considerations on developing 
country MNCs’ location choice will be stronger in host countries that are less 
open than in host countries that are more open. 
Economic Stability as a Moderating Factor 
Macroeconomic stability can be regarded as a situation of stable economic growth, 
where the economy settles in a steady equilibrium position (Azam, 2001; 
Folawewo & Osinubi, 2006). It basically means a well-functioning real economy 
accompanied by low inflation (Ocampo, 2005). The stability of the 
macroeconomic environment is important for business and, therefore, is important 
for location choices of firms. High economic stability implies a better climate for 
investment, trade, and, therefore, sustainable economic growth and development 
(Fisher and Modigliani, 1978; Froot and Stein, 1991). High economic instability, 
on the other hand, might cause fluctuations in the real value of money and other 
monetary items over time (Hummel, 2007). It may also lead to uncertainty about 
future inflation which would discourage investment and saving (Wikipedia, 2009). 
Therefore, economic instability poses risks to macroeconomic management (Tahir 
& Larimo, 2004) and potential growth (Latin America Monitor, 2007; Asia 
Monitor, 2007), thereby making it difficult to make predictions and good planning 
for firms.  
Since macroeconomic stability implies lower economic uncertainty in the 




Schneider and Frey, 1985; Sayek, 2000; Tahir & Larimo, 2004) have found that 
economic stability (proxied by inflation rate) in host countries is negatively and 
significantly related to FDI possibly because the higher resulting uncertainty 
reduces the expected profits for MNCs. Since countries with low economic 
stability pose higher uncertainty, referring to a firm’s own experience and other 
firms’ experience will have a stronger influence on the location decision in these 
countries.  Hence, 
Hypothesis 4a: The influence of exploitation considerations on developing 
country MNCs’ location choice will be stronger in host countries with low 
economic stability than in host countries high economic stability.  
Hypothesis 4b: The influence of exploration considerations on developing 
country MNCs’ location choice will be stronger in host countries with low 
economic stability than in host countries high economic stability.  
METHODOLOGY 
The Sample 
The database used in this study was compiled from the annual reports of Chinese 
listed firms, which were downloaded from one of the following sources: the 
official homepages of Shenzhen and Shanghai stock exchanges or the homepages 
of individual firms. My sample includes the 207 listed Chinese firms which had at 
least one overseas subsidiary (defined as ownership of 10% or more in at least one 




countries from 1992 to 2005. Following prior studies, these 66 countries are 
considered as potential locations (e.g., Henisz and Delios, 2001; Flores and 
Aguilera, 2007). The countries which do not receive Chinese investments during 
my investigation period are not included. This method is suitable to test my 
theoretical relationships between prior experience by focal or other Chinese firms 
and the likelihood a firm will enter this market. Since I have panel data based on a 
combination of the occurrence (or non-occurrence) of entry and countries, I 
potentially can have a sample size of 43,626 (661 new entries * 66 countries) but 
due to missing values, I had approximately 37,854 observations. I also 
supplemented the above data with country data from the Global Market 
Information Data (GMID) database, World Development Indicator (WDI) 
database, World Competitiveness Report and Lane and Milesi-Feretti’s database 
(2006). 
Variables and Measures  
Dependent Variable 
The location decision by firm i about a new investment in country j was proxied 
by dummy variable Eij, which is assigned a value of 1 if firm i invests in country j, 
and 0 otherwise.  
Independent Variables 
Exploration was proxied by the number of prior subsidiaries by other MNCs in 




number of prior affiliates by the parent firm in the particular country. Both the 
above variables were time variant, as in they were allowed to vary each year. 
Because of data limitations, I did not include overseas subsidiaries that were shut 
down before 1992 when measuring these two variables.  
Following the Growth Competitiveness Index (GCI) (World 
Competitiveness Report, 2003), I created a two-item scale to indicate the extent of 
openness of an economy to international trade and finance (Openness): openness 
to international trade and financial openness. Openness to international trade is 
defined as the ratio of the sum of exports and imports over GDP (Miller and 
Upadhyay, 2002; Waguespack et al., 2005; Law, 2007). Financial openness is the 
financial globalization indicator constructed by Lane and Milesi-Feretti (2006). 
This indicator is measured by the volume of a country’s foreign assets and 
liabilities as percentage of GDP. Reliability was good (Alpha= 0.82). The higher 
the value of the index, the more open the economy is to international trade and 
finance. 
Following World Competitiveness Report (2009), I constructed a two-item 
scale to measure macroeconomic stability (Stability): inflation (year average) and 
interest rate spread. Inflation rate is a key indicator of price stability, and fiscal 
and monetary policies of a country (Johnson, 1997; Makki & Somwaru, 2004), 
with low inflation rates contributing to a stable macroeconomic framework (Latin 




when inflation rates are high (World Competitiveness Report, 2009). The interest 
rate spread is a simple and powerful tool for forecasting recessions and has 
recently been added as a component of the Conference Board's Index of Leading 
Economic Indicators. It captures whether the real economy is well-functioning 
(Ocampo, 2005). These two items aggregated to a single scale with strong 
reliability (Alpha=0.79). The lower the value, the more stable the economy.  
Control Variables 
Following Essay 1, I controlled for several parent firm-level variables that are 
expected to impact MNCs’ location choice.  
Degree of Internationalization (DOI). I included this control variable to 
account for systematic differences in entry patterns (if any) between highly 
internationalized versus lowly internationalized firms.  I used two relative (as in 
comparing a focal firm with the other firms in the sample) measures for DOI. 
Following Sanders and Carpenter (1998) and Lu and Beamish (2004), I first 
calculated the ratio of a firm’s number of overseas subsidiaries in each year to the 
maximum number of overseas subsidiaries in the dataset, and the ratio of the 
number of countries in which a firm has overseas subsidiaries in each year to the 
maximum number of countries in which a firm has overseas subsidiaries in 
dataset.  Then I computed the mean of the two ratios. I used a one year lag. 
Firm size was measured as logarithm of total assets. 




Product Diversification: I used entropy measures based on Industrial 
Classification of CSRC code to calculate product diversification. Entropy index 
for firm i and year t was defined by the following formula: 
Er_t = ∑Pi*log(1/Pi); (Pi refers to the revenue percentage of the ith 
industry). 
Patents are the number of patents held by the firm. Leverage is the financial 
leverage of the firm which is measured by debt to equity. Ownership 
concentration is measured by the sum of the shareholding of 5 largest 
shareholders. Ownership Identity is a dummy variable, which =0 if the firm is a 
SOE, and =1 if the firm is a non-SOE.  
Following prior studies, I included several host country characteristics as 
control variables. Per capita GDP (GDPc), is a proxy for the level of affluence 
(Zhao and Zhu, 2000; Blaise, 2005).   
I also included Exchange rate, measured as the log of the exchange rate 
since it influences the ‘costs’ of entry.  
To proxy the competition among foreign multinationals in the host country 
as well as potential agglomeration benefits (Chung and Alcacer, 2002), I included 
the variable FDIs, which is the stock of inward FDIs. 







The conditional fixed-effects logit model, which was first deployed in economic 
analysis by McFadden (1973), is particularly appropriate in models of choice 
behavior where the explanatory variables may include attributes of the choice 
alternatives (for example host country characteristics) as well as characteristics of 
the individuals/ organizations making the choices (such as firm-level 
characteristics). It is more appropriate than unconditional fixed-effect models 
since the latter only account for the effect of individual's characteristics on the 
likelihood of being in certain categories of a dependent variable. Consequently, 
conditional logit model is often used when the number of possible choices is large 
(McFadden, 1973). It has been widely used in prior empirical studies of location 
choice (e.g., Head&Swenson1995; Fukao and Yue, 1997; Urata and Kawai, 1999; 
Belberdos and Carree, 2002; Chung and Alcacer, 2002; Blaise, 2005 etc.). In this 
study, conditional fixed effects logit model is also more appropriate than random 
effects logit model because I control firm’s degree of internationalization. In 
Essay 1, I found that degree of internationalization is affected by firm’s specific 
characteristics, such as firm size and ownership identity. This violates the 
assumption of random effects model-- the independent variables are uncorrelated 






RESULTS AND DISCUSSION 
In Table 3.1 I report means, standard deviations, and the bivariate correlations for 
the variables used in the study. There are a few cases of multicollinearity 
(correlation>0.5): Patent is highly correlated with DOI (correlation=0.757); and 
FDIs is significantly correlated with GDPc (correlation=0.565). Since these 
variables are control variables, correlation among them should not impact my key 
conclusions. 
In Table 3.2 I report the descriptive data for location distribution of the 
firms in my dataset from which it is clear that much of Chinese FDI was destined 
for developed countries with 483 out of the 661 entries sited in developed 
countries. Hong Kong was the most frequent destination for Chinese investment, 
followed by the US. On average, each focal firm has 3 subsidiaries. In the 
robustness test, after I excluded new investments in Hong Kong, Cayman Islands 
and Virgin Islands, the average number of subsidiaries of each focal firm drops to 
2. 
----------------------------------------------- 
Insert Table 3.1 and 3.2 about Here 
----------------------------------------------- 
Table 3.3 presents the results of conditional (fixed-effects) logistic 
regression. Most of my regressions performed well with highly significant value 




of around 37,854 observations, even after omitting observations with missing 
value for variables, should inspire great confidence in my findings.  
I tested Hypothesis 1a and Hypothesis 1b by estimating Model 1. Under 
Hypothesis 1a, I had predicted a positive relationship between the prior investing 
experience of the firm in a country and the likelihood that a firm will locate in that 
country. The coefficient of number of prior affiliates by the parent firm is 0.463, 
significant at p<0.001, thus supporting Hypothesis 1a.  
Under Hypothesis 1b I had predicted that greater experience of other MNCs 
in a particular country will increase the likelihood that a focal firm will locate in 
the same country. The coefficient of the number of prior subsidiaries by other 
MNCs is 0.005 (p<0.001), thus supporting hypothesis 1b.  
Under Hypothesis 1c I had predicted that the location choices of developing 
country MNCs will be influenced more by exploitation than by exploration. To 
interpret the magnitude of the coefficient in the logistic regression, I calculated 
the average probabilities elasticity, as reported by Head et al. (1995) and Chang 
and Park (2005). Average probabilities elasticity refers to an independent 
variable’s probability elasticity for the average option in the choice set, which 
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where i refers to the firm, j refers to the country, and t to time. The above 
expression discounts the coefficient by (m − 1)/m. Since I have 66 countries in 
my sample set, I multiply individual coefficient by 0.985 (=65/66) to calculate the 
average probabilities elasticity. A 100 percent increase in the number of a firm’s 
prior entries in a country increases the likelihood of choosing that country by 46 
percent (i.e., 0.463 × 0.985 × 100). In contrast, a 100 percent increase in the 
number of prior entries within a country by other firms increases the likelihood of 
choosing that country by only 0.5 percent (0.005 × 0.985 × 100). I performed a 
log-likelihood test to determine whether the difference in the size of coefficients 
was statistically significant by positing a basic model with only control variables, 
where coefficients for these two variables were constrained to be equal (as a null 
hypothesis). The log-likelihood test comparing Models 1 and basic model rejected 
the null hypothesis at p < 0.001, suggesting that the differences in coefficients are 
significant.  
To test for robustness, I standardized the coefficients to compare the 
strength of the relationship between the dependent variable and the many 
independent variables. Unlike linear regression, the calculation of standardized 




derived the following equation to estimate standardized logistic regression 
coefficients: 
)(log
* /))(( Yitpredictedx SRS   
By deploying this formula, I could compare the strength of two independent 
variables. I found that the relative strength of exploitation is higher than that of 
exploration. I also plotted the likelihoods against the magnitude of exploitation as 
well as exploration in Figure 3.2, which also suggested similar patterns.  Thus all 
my analyses provide strong support for Hypothesis 1c.  
--------------------------------------- 
Insert Figure 3.2 about Here 
--------------------------------------- 
Under Hypothesis 2 I had predicted that exploitation and exploration are 
substitutable forces. In Model 2, the interaction term between the two variables is 
negative (=-0.005) and significant at p<0.001, supporting the hypothesis. 
Under Hypothesis 3a, I had argued for a negative moderating effect of 
openness on the relationship between exploitation (own prior entries) and the 
likelihood that a firm will enter a host country. The coefficient of the interaction 
term in Model 3 is negative (=-0.083) and significant (p<0.01), supporting the 
hypothesis. 
In Model 4, I present the results for testing Hypothesis 3b. I had predicted 
that openness will have a negative moderating effect on the relationship between 




interaction term (Exploration*Openness) is negative (=-0.004) and significant at 
p<0.001, supporting Hypothesis 3b.  
In the last two hypotheses, I advanced arguments about the negative 
moderating effect of stability on the relationship between exploitation/exploration 
and the likelihood that a firm will move into a host country. In Model 5, the 
coefficient of the interaction term (Exploitation*Stability) is positive and 
significant at p<0.001. In Model 6, the coefficient of the interaction term 
Exploration*Stability is also positive and significant at p<0.001. Thus, 
Hypothesis 4a and 4b are both supported. 
To test whether my results are robust, I excluded the firms in Hong Kong, 
Cayman and Virgin Islands and ran the conditional logit regression.2 The results 
shown in Table 3.4 are similar to the results in Table 3.3 and support most of my 
hypotheses (except for H3b and H4b). I also checked whether my results are 
invariant to sequent entries. I included only subsequent entries in the sample, and 
the results still support most of my hypotheses (except for H3a) (see Table 3.5).  
---------------------------------------------------------- 




                                                 
2 One of the examiner suggested that firms invest in Cayman and Virgin Islands with a motivation to avoid 
tax, which is different from other firms. Therefore, the robustness of my results should be tested by dropping 
FDIs in these two countries. Another examiner commented that Hong Kong is the results are primarily driven 
by FDI in Hong Kong. Although Hong Kong is treated as a foreign location by CSRC and Chinese firms, it 




DISCUSSION AND CONCLUSION 
In this paper, I aimed to contribute to the study of FDI location, both theoretically 
and empirically. Since FDI location is one of the most important and complex 
decisions facing MNCs (Galan et al., 2007), a thorough understanding of the 
different factors influencing location choice is critical for scholars and managers.  
At the conceptual level, I added value by modeling location choice as 
interplay between exploitation and exploration by including market specific 
characteristics as moderators of these relationships. At the empirical level, my 
focus on developing country MNCs may be considered valuable given the 
salience of these MNCs (greater role played by them) and the paucity of prior 
literature examining their strategies. My comprehensive database, which included 
661 location decisions by 207 listed Chinese firms over a 14-year time period, 
may also be considered valuable. 
In my analysis I found that exploitation and exploration substitute each other. 
I also found that the exploitation can better predict the location choices of 
developing country MNCs than exploration. It shows that Chinese firms resolved 
the conflicts between exploitation and exploration by preferring to repeat their 
past choices (thus choosing exploitation). My conclusion is different from the 
conclusion drawn from developed country MNCs-- that firms usually favor 
exploration over exploitation (Argyris and Schon, 1996; Holmqvist, 2003). I 




MNCs which tend to have weaker technological or other advantages and also face 
limitations with regard to their information and managerial resources. Many of 
these MNCs are also looking to improve their existing knowledge resources, and 
hence if they may be already present in a sophisticated market, they might 
continue to locate further investments in that market. This conclusion may be 
especially relevant for advanced countries such as the USA which are attractive to 
MNCs because of their technological sophistication as well as large market.  Once 
a Chinese MNC has established an affiliate in a country such as the US, it might 
continue to establish further affiliates in that country because of the twin effects 
of familiarity/ market specific learning as well as broadly defined market 
attractiveness. 
The support for exploitation argument also explains the pattern of regional 
MNCs observed by Rugman and his co-authors (e.g., Rugman and Verbeke 2004). 
In some cases, regional MNCs might also establish a cluster of operations in 
countries or regions that are geographically distant from their home country—as 
in the case of many Chinese MNCs (e.g., Haier, Huawei etc.) locating in the US 
because of the US’ technological advancement.      
To my knowledge, my study is the first study to examine the moderating 
influence of host country characteristics on the relationships between exploitation 
and exploration, on the one hand, and the location choice, on the other hand. 




uncertainty for foreign investors enhance the influence of both exploitation and 
exploration on location in the particular country.  
My findings don’t have direct prescriptions for managers since I aimed to 
understand location patterns of MNCs and did not examine the performance 
implications of those choices which would suggest whether they are value 
enhancing or not. From a host country perspective, however, my study has some 
prescriptive implications for policy makers—especially if a host country wishes to 
be a magnet for investment from developing countries such as China. Clearly, the 
exploitation effect implies that attracting the first investment from a developing 
country MNCs goes a long way towards attracting further investments. In this 
regard, the incentives that a host country is willing to provide may factor in the 
future investments. If a particular host country has not been an early recipient of 
investment from developing country MNCs, it may also wish to enhance its 
perceived stability and openness in the minds of foreign investors so that 
exploitation force (for locating in the country where first investment is located) 
can be overcome.    
Turning to the limitations, though my analysis has yielded interesting and 
(hopefully) generalizable results, I acknowledge several limitations of my analysis. 
First, I did not account for the mode of entry (e.g., wholly owned subsidiary 
versus other modes) or the size of the subsidiary. I submit, however, that both 




wholly owned and larger-sized subsidiaries because of the greater resource 
commitment and the consequent downside in the case of failure. However, by 
using fixed-effect models in this paper, it is possible to control for all stable 
characteristics of firms in the sample even without measuring them (Allison, 
2005).  Secondly, Chinese MNCs may also be influenced by entry decisions of 
their global rivals. My analysis, however, only focuses on the entry decisions of 
other Chinese MNCs since I assumed that the experience of other MNCs from the 
same home market, which may share some characteristics with the focal firm, is a 
more important driver for decisions. Thirdly, it will be interesting to further 
examine the effect of location strategy on firm performance, which is the research 
question of Essay 1. 
Future research might examine whether my results are robust across other 
developing country scenarios. With its large market size, intensely competitive 
environment and a supportive government that aims to build a number of world-
class MNCs, Chinese MNCs might present a somewhat unique set of 
circumstances and strategies—especially in terms of ambition to compete in, and 
benefit from, developed countries such as the US. Aspiring MNCs from other 
developing countries might be more open to locating in other developing 
countries and may also exhibit less exploitation (say in terms of locating multiple 
investments in an advanced country) because they are less motivated by 




countries (e.g., for exploiting ethnic ties or to leverage on the proximity). Future 
studies might also employ fine-grained data about mode of entry to examine 
whether exploitation and exploration arguments extend to even these decisions—
for example, are firms more likely to choose wholly-owned subsidiaries because 
of their prior experience in establishing (and operating) wholly owned 





Descriptive Statistics and Correlations 
 
Variables Mean s.d. 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 
Entry 
choice (1) 0.015 0.123                
Exploitatio
n (2) 0.035 0.362 
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Location of Chinese FDI 1992-2005 by Countries 
 
Country No Country No Country No Country No 
Afghanistan  1 Gabon  1 Morocco  2 Suriname  4 
Argentina  1 Germany  10 Netherlands  1 Sweden  1 
Australia  22 Ghana  1 New Zealand  1 Tajikistan  1 
Austria  2 Honduras  4 Nigeria  1 Tanzania  1 
Bermuda  2 Hong Kong  277 Pakistan  1 Thailand  8 
Brazil  4 Hungary  3 Papua New Guinea 3 TOGO  1 
Bulgaria  1 India  3 Philippines  2 Turkey  1 
Cambodia  3 Indonesia  5 Poland  3 
United Arab 
Emirates  4 
Canada  17 Italy  1 Portugal  1 
United 
Kingdom  6 
Cayman  7 Japan  14 Romania  2 United States  86 
Congo  2 Korea  8 Russia  9 Uruguay  1 
Croatia  1 Latvia  1 Saipan  1 Venezuela  1 
Cyprus  1 Macau  7 Samoan 1 Viet Nam  5 
Czech  1 Malaysia  9 Saudi Arabia  1 Virgin Islands 52 
Ecuador  1 Mariana Islands 2 Singapore  25 Zambia  1 
Fiji  1 Mexico  5 South Africa  11   





Results of Conditional Logistic Regressions for Location Choice 












































































































































































































(0.001)     
Exploitation 
*Openness   
-0.083** 
(0.029)    
Exploration 
*Openness    
-0.004***
(0.001)   
Exploitation * 




Stability      
0.071*** 
(0.022) 
N 37854 37854 37854 37854 37854 37854 
2  1832.97*** 1867.70*** 1840.52*** 1882.16*** 1855.23*** 1843.90*** 
A std. Err in parentheses; B + p < 0.10   * p < 0.05 **p<0.01 ***p<0.001  





Robust Test 1: Results of Conditional Logistic Regressions for Location 
Choice 











































































































































































































(0.006)     
Exploitation 
*Openness   
-0.329** 
(0.110)    
Exploration 
*Openness    
-0.002 
(0.004)   
Exploitation * 




Stability      
0.027 
(0.168) 
N 18265 18265 18265 18265 18265 18265 
2  420.52*** 460.45*** 428.61*** 420.80*** 427.60*** 1843.90*** 
A std. Err in parentheses; B + p < 0.10   * p < 0.05 **p<0.01 ***p<0.001  





Robust Test 2: Results of Conditional Logistic Regressions for Location 
Choice 











































































































































































































(0.001)     
Exploitation 
*Openness   
-0.047 
(0.032)    
Exploration 
*Openness    
-0.003***
(0.004)   
Exploitation * 




Stability      
0.061* 
(0.029) 
N 19435 19435 19435 19435 19435 19435 
2  972.23*** 1002.15*** 974.27*** 990.68*** 994.74*** 976.56*** 
A std. Err in parentheses; B + p < 0.10   * p < 0.05 **p<0.01 ***p<0.001  








Adoption by prior 
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DISCUSSION AND CONCLUSION 
 
CONCLUSION 
In this dissertation, I studied the international location choices of developing 
country firms and investigated the longer-term performance implications of their 
strategic choices. Looking at the micro behavior of firms, this dissertation 
examined how exploitation of firm specific advantages and exploration of new 
advantages influence developing country firms’ location selection and subsequent 
financial performance. My approach highlights the importance of developing a 
multi-level framework of location choice based on both country level conditions 
and internal strengths and weaknesses of the firm. 
Theoretically, this dissertation is based on organizational learning theory. 
The OLT perspective, which focuses on dynamics within the firm, argues that 
firms have learning capacity to assimilate knowledge for innovation and imitation 
(DeGeus, 1988), and to alter their resource base—by acquiring and shedding 
resources, integrating them, and recombining them in order to generate new 
value-creating strategies (Grant, 1996; Pisano, 1994). In the longer run, learning 
allows for generation of new alternatives and enhancement of capabilities 




strategic choice (Zollo and Winter, 2002; Eisenhardt and Martin 2000; Teece et 
al., 1997).  
Specifically, I employed a continuous view of organizational learning. Prior 
studies have often focused on learning occurring at one point of time (either 
during entry or after entry) (e.g., Zahra et al., 2000; Johanson and Vahlne, 2003). 
In my studies, I treated internationalization as a continuous learning process, in 
which developing country MNCs accumulate knowledge over time. For example, 
when entering foreign countries firms may learn how to apply their prior 
knowledge and change their products to adapt to the foreign market conditions 
and to overcome their latecomer disadvantages. Post-entry, they might 
continuously be exposed to new information such as new technologies or new 
management methods.  If the host country is a developed country, the post-entry 
learning opportunities may be more substantial—in the form of advanced 
technology and cutting edge managerial knowledge, which might allow 
developing country MNCs to compensate for their competitive disadvantages 
(Luo and Tung, 2007), in turn improving their performance as well as growth 
prospects (Khavul et al., 2007). 
I combined firm level analysis with country level analysis in this study. 
Internally, firm-specific differences drive strategy and performance (Barney, 
1991). Externally, the formal and informal institutions provide the context of 




environment also determines the value of a firm’s resources (Priem and Butler, 
2001). As the environment changes, the value of resource held by the firm may 
also change and hence, it is necessary to use multi-level analysis to analyze firms’ 
strategic choices and their performance implication. Not accounting for the 
impact of firm advantages/disadvantages arising from the environment may be 
especially problematic while analyzing MNCs from developing countries, since 
the institutions in developing countries differ significantly from those of 
developed countries, and significantly shape the strategy and performance of 
firms (Hoskisson et al., 2000; Wright et al., 2005; Peng et al., 2009).  
Empirically, I tested the hypotheses on a unique and comprehensive panel 
dataset including 661 new market entries (FDI location choices) by 207 listed 
Chinese MNCs between 1992 and 2005. My empirical analyses strongly support 
my hypotheses. With respect to developing country firms’ entry choice over 
developed versus developing countries, I argue that firms with resource-based and 
transaction cost-minimizing ownership advantages will expand more widely in 
developed countries to avail potential benefits such as learning advanced 
technology and to exploit their specific advantages to overcome perceived entry 
risks; while firms with institution-based ownership disadvantages embedded in 
their home country will expand more widely in developed countries because they 




found that firm size, product diversification and ownership identity of a firm 
significantly influence its location strategy. 
In the second paper, I found that exploitation of firm’s own prior 
experiences/ learning has a much stronger impact on the location decisions of 
developing country multinationals than exploration of rivals’ prior decisions, and 
these two considerations are substitutes of each other. I also found that a host 
country’s openness and stability moderate the relationship between exploitation 
and exploration considerations, on the one hand, and location choice, on the other 
hand, possibly because of these factors’ influence on the level of perceived 
uncertainty.  
Regarding the performance consequences of location choice, I argue that 
internationalization is a continuous learning process during which a firm will 
gradually improve its performance. There is a time lag, however, between new 
entry and the accrual of benefits from these entries. To systematically evaluate the 
benefits from internationalization, it is important to consider immediate 
performance as well as the performance improvement due to the time lag between 
investment and benefit accrual. I found that internationalization into developing 
countries deliver greater immediate performance benefit than internationalization 
into developed countries (negative immediate impact), but internationalization 
into developed countries deliver greater longer term benefit than 




the initial conditions of entrants’ location choices will have both short-term and 
longer-term effects.  
CONTRIBUTIONS 
Several contributions emerge from my dissertation. First, this study has raised 
questions concerning the generalizability of traditional IB theories, which are 
based on the experience of developed country MNCs. Recently MNCs from 
developing countries have become a significant mechanism for the transfer of 
capital, technology, management and other assets around the world (Linge, 1984; 
Buckley et al., 2008). Since this phenomenon is rather ‘new’ (compared to FDI 
from developed countries, for instance) much less is known about the drivers 
developing country firms’ strategic decisions. Most empirical literature on 
location choice has focused on FDI from developed countries (e.g., Kravis and 
Lipsey, 1982; Culem, 1988; Coughlin et al., 1991; Crozet et al., 2003; Basile, 
2004; Propris et al., 2005) with only a few studies focusing on MNCs from 
developing countries (e.g., Buckley et al., 2007; Elango and Pattnaik, 2007). 
Since I used a dataset of Chinese MNCs, I was able to explore the factors 
affecting their location choices and many of the conclusions I draw in this 
dissertation are distinct from the conclusion of prior literature based on analysis of 
developed country MNCs, thus enhancing the IB literature. Although some of my 




Hypotheses 1a and 1b in the second essay), the underlying rationale in the 
developing country context is different. 
Secondly, I adopted a long-term view to analyze the performance 
implications of new entrants’ location choice. From a learning perspective, 
scholars have argued that developing knowledge is fundamental to firms’ 
internationalization, and in particular that knowledge which grows out of 
operation experience over time (Johanson and Vahlne, 2009). By expanding into 
sophisticated markets and accessing new sources of knowledge, developing 
country firms may gradually improve their capabilities to fill the knowledge gap 
between themselves and developed country rivals.  This dynamic learning process 
implies that setting up a new overseas subsidiary may not only have impact on 
performance in the current time period, but may also influence subsequent 
performance improvement in the long-run. Hence, it is essential to differentiate 
short-term performance from longer-term performance improvement, and 
examine the influence of location strategies on both of them. 
Thirdly, this dissertation proposes that firms should not only attempt to 
establish alignment between their internal strengths and weaknesses and their 
strategies, but they also need to achieve a fit between their external conditions and 
their strategies. The extant literature investigates the issue of strategic alignment 
with external environment mostly from the host country perspective (e.g., Delios 




empirical context to test and extend existing theories, it is imperative to highlight 
the role of perceived misalignments between firms’ needs and home country 
institutional environments in spurring outward FDI (Witt and Lewin, 2007). This 
dissertation contributes to the location choice literature by acknowledging the role 
of institution- based ownership disadvantages embedded in home country 
environment, and their importance in shaping a focal firm’s ownership advantage 
and decision. 
The integration of exploitation and exploration of prior decisions is a fourth 
contribution of my dissertation. Prior studies emphasize the process of learning 
from external knowledge and consequent adaptation and variations in firms’ 
strategic decision (March, 1994; Gimeno et al., 2005). This dissertation augments 
prior studies by considering location choice as a result of the interplay between 
two simultaneous and substitutable forces- exploitation and exploration. 
Exploitation may discourage firms from choosing a new country where they have 
no experience; while exploration promotes learning from outsiders and generates 
alternatives in the form of ‘new’ locations (Zollo and Winter, 2002). Moreover, 
my dissertation emphasizes the comparison of these two forces within a 
developing country context. It is commonly recognized that developing country 
firms entering a new market face a high level of uncertainty—stemming from 
country level factors, such as unfamiliarity with the host country regulations, as 




international markets (Nachum, 1999, 2004). Both exploitation and exploration 
may help to reduce the perceived effect of developing country firms. Since 
developing country firms often have limited resources and hence may not be able 
to pursue both exploration and exploitation (March, 1991), making the two forces 
substitute each other. Because they are substitutes, it is important to compare their 
relative strength and determine which force is stronger. I found that developing 
country firms resolved the conflicts between exploitation and exploration by 
preferring to repeat their past choices (thus choosing exploitation).  
Fifthly, this dissertation develops the prevailing OLI model by exemplifying 
the competitive advantages of developing country MNCs. I tried to bridge both 
the macro and micro levels of analysis, and proposed three types of ownership 
advantages: resource-based, transaction cost-minimizing and institution-based 
ownership advantages. In addition, I argued that both resource-based, transaction 
cost-minimizing advantages and institution-based ownership disadvantage may 
push developing country firms to expand in developed countries. 
Finally, the findings of my dissertation provide a few directions to policy 
makers and mangers. For managers, these findings suggest that in addition to the 
degree of internationalization, the location of internationalization also matters. To 
achieve better performance, managers also need to take into account the time lag 
between investment and performance improvement as an important strategic 




strategies with the potential longer-term gains. For policy makers, the exploitation 
consideration will discourage the host country from attracting investment. In this 
regard, the incentives that a host country is willing to provide may matter in 
attracting investments. 
FUTURE DIRECTIONS 
Several extensions to this dissertation are possible. First, this dissertation 
compares the exploitation and exploration considerations for developing country 
MNCs, which are characterized by lack of unique resources and inexperience in 
foreign operations. Future studies might examine whether the conclusions of this 
study are applicable to developed country MNCs. Moreover, I treated both 
exploitation and exploration as antecedents of location choice instead of 
consequence in the second essay. It will be interesting to examine the factors that 
constrain firms from exploitation and exploration activities, such as age and 
performance of the firm.  
Secondly, I only studied the effect of firm-level and country-level 
characteristics on location choice in this dissertation, while controlling for 
industry effects. Future studies could extend the theoretical framework presented 
in this dissertation by including industry level factors, such as the competitive 
intensity and uncertainty of each industry, into the model. Although I had tried to 




industries into my models, a more comprehensive analysis with detailed industry 
characteristics may be needed.  
Finally, though I based my theoretical arguments on the organizational 
learning theory, I did not directly measure what kind of knowledge is being 
learned from internationalization. I inferred the occurrence of learning based on 
the actions of firms. It would be useful to do an empirical study with survey data 
to actually gauge the kind of knowledge firms are learning.   
To conclude, I believe that the theoretical model and the empirical findings 
of my dissertation have important implications for both researchers and managers. 
It would stimulate IB scholars to study developing country MNCs’ location 
decisions in a long-term and comprehensive way.        
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